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Summary 


Net Farm Income May Rise in 1996, While Net Cash Income Declines 


a eM ee Pe 
SR 


Net farm income is forecast at $37-$47 billion for 1996, 
compared with the $39 billion forecast for 1995. Both fore- 
casts are below the 1990-94 average of $44 billion. Expected 
high crop cash receipts and a forecast increase in inventories 
of unsold feed grains underpin the 1996 forecast. Net cash 
income is forecast at $43-$53 billion, compared with $51 
billion forecast for 1995. An important reason why the net 
farm income forecast is generally upward and the forecast for 
net cash income is generally downward is that, in contrast to 
net farm income, net cash income excludes changes in inven- 
tory. The degree and direction by which inventories change 
can swing widely depending on production and marketing 
patterns. 


Cash receipts from fatfm marketings are projected at $184- 
$192 billion in 1996, up from the $184 billion forecast for 
1995. Both forecasts would be a record; the previous high 
was $180 billion in 1994. Expected large feed grain produc- 
tion and strong feed grain prices stemming from tight world 
supplies explain much of the higher 1996 forecast. Livestock 
receipts are expected to remain flat. 


Direct government payments for 1996 are forecast at $3-$5 
billion, while the 1995 forecast is for $6 billion. Expected 
high feed grain prices are the main reason for the reduced 
forecast. Projected government payments for both 1995 and 
1996 would be the lowest in the 1990’s. 


Total production expense, used to calculate net farm income, 
is forecast at $169-$177 billion in 1996, up from $168 billion 
in 1995. Part of the forecast increase is tied to the expected 
rise in planted acres. High forecast feed grain prices and fewer 
requirements to idle acreage in order to be eligible for gov- 
ernment farm program benefits should encourage heavy plant- 
ings. High feed grain prices could increase feed expense for 
livestock producers, which is of special importance because 
U.S. cattle numbers in 1996 could approach the large levels 
last seen in the mid-1980’s. Higher nitrogen fertilizer prices 
could increase costs for crop producers. 


The value of agricultural assets is forecast at $985-$995 
billion for 1996, up 3 to 4 percent from 1995. About four-fifths 
of the increase is due to rising real estate values. Expanding 
cash receipts, generally good returns to assets, and favorable 
interest rates are supporting continued growth in farm sector 
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capital investments. Farm business debt could rise above $155 
billion by the end of 1996, the highest level since 1986. 
However, interest expense could decline, as lower rates offset 
the rise in debt. Overall farm debt in 1996 should be about 
60 percent of what farm income can support, also the highest 
level since 1986. 


Given trends developing for 1996—higher crop cash receipts, 
flat livestock receipts, smaller government payments, and 
slightly lower net cash income: 


@ Net cash income could decline proportionally more on the 
smallest farms than on the largest ones. The smallest farms 
traditionally earn a larger proportion of their income from 
livestock sales and government payments. 


© Farms that specialize in red meat production could have 
proportionally larger dips in their net cash income than 
other types of farms. Because they depend on livestock 
for about 90 percent of their income, farms specializing in 
red meat likely will face higher feed expenses. 


@ Midwestern farms could have proportionally smaller de- 
clines in their net cash income compared with farms in 
other parts of the country. The Midwest is by far the 
Nation’s largest producer of corn and soybeans, the crops 
for which cash receipts are forecast to increase the most. 


A special article in this issue looks at the financial performance 
of U.S. farm business in 1994. USDA’s latest Farm Costs and 
Returns Survey, shows that even though 1994 saw none of 
the adverse weather that decreased production the year before, 
net income from farming for the average commercial farm 
business was up less than 1 percent. While the year-to-year 
variation in average income was not statistically significant, 
the composition of net income did change. Government pay- 
ments were down significantly. The reduction in cash ex- 
penses offset the decline in gross cash income and was enough 
for income to rise from an average of $37,997 per farm in 
1993 to an average of $38,284 in 1994. In 1994, 6 percent of 
commercial farm businesses were in a vulnerable financial 
position based on their combined net farm income and debt- 
to-asset ratios. 


A second special article outlines the issues involved in ac- 
counting for forestry product sales in farm income estimates. 
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Farm and Household Income Outlook 


Crop Receipts May Be a Record in 1996, While Livestock 


Receipts Are Flat 


Tight world feed grain stocks should boost 1996 feed grain prices, contributing to higher 
crop cash receipts and holding down government price support payments. On the other 
hand, high feed grain prices could increase costs for livestock producers. 








Net cash income is forecast at $43-$53 billion for 1996, 
compared with $51 billion for 1995. During 1990-94, net cash 
income averaged $53 billion. When net cash income goes 
down, farm operators have less cash available to support their 
families, pay farm or nonfarm debt, pay taxes, purchase equip- 
ment, or for other needs. Because net cash income compares 
revenues and expenses as they occur over the calendar year, 
itis subject to year-to-year fluctuations that stem from changes 
in marketing patterns. For example, a farmer might produce 
a bumper corn crop in 1995 but hold it to sell in 1996 hoping 
that prices will go up. Even though the corn crop might 
eventually earn the farmer a profit, none of the potential 
income from the corn is included when calculating 1995 net 
cash income. 


Net farm income, which is a broader measure of profits 
generated by production agriculture, is forecast at $37-$47 
billion in 1996. For perspective, net farm income averaged 
$44 billion in 1990-94 and is currently estimated at $39 billion 
for 1995. In contrast to net cash income, net farm income 
includes not only cash income such as crop and livestock 
sales, but also noncash income such as the value of commodi- 
ties produced but not yet sold and the value of commodities 
that farmers consume. A forecast increase in farm inventories 
of crops and livestock is the major reason net farm income 
is forecast to increase in 1996 while net cash income could 
decline. Net farm income also accounts for both cash expenses 
for inputs such as fertilizer, and for noncash expenses, such 
as the value of machinery used up to produce crops and 
livestock. For details on how ERS calculates its income meas- 
ures and for historical farm income numbers see appendix 
tables 1 and 3. 


Agriculture May Make a Larger Contribution 
To the Economy 


Besides producing income for farm operators and other farm 
asset Owners, production agriculture also contributes to the 
earnings of farm workers, lenders, and nonfarming landlords. 
“Net value added” measures this contribution of agriculture 
to the broader economy with an increase in net value added 
indicating an increased contribution. Net value added is fore- 
cast at $74-$84 billion for 1996 and $76 billion for 1995. The 
higher 1996 forecast is mostly because of potential higher 
earnings for farm operators rather than potentially higher 
earnings for farm workers, lenders, or landlords. During 1990- 
94, the agriculture sector created an average $79 billion in 
net value added compared with the average $44 billion in net 
farm income for the same period. 
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Farm Household Income Expected To 
Remain Steady 


Consistent with the Census Bureau’s definition of self-em- 
ployment income, farm income to the household is calculated 
as net cash farm income less depreciation (adjusted for the 
share received by the senior operator household in the case 
of multiple-household farms). Average farm household in- 
come is expected to remain steady in 1995 and through 1996. 
Average off-farm income is expected to be between $39,100 
and $41,100 in 1996, while average self-employment farm 
income is forecast at $2,600 to $5,600. 


Most farm households receive some income from off-farm 
sources, including off-farm wages and salaries, the net income 
of any off-farm businesses, interest and dividends, and any 
other off-farm cash income received by household members. 
According to the most recent estimates from the Farm Costs 
and Returns Survey, farm households averaged $38,939 from 
off-farm sources in 1994, while self-employment income from 
farming averaged $5,200. 


Total farm household income, on average, is almost the same 
as that of all U.S. households. Based on the 1994 survey 
estimates, farm household income from both farm and off- 
farm sources averaged $44,140. In comparison, the Bureau 
of the Census, Department of Commerce, estimated average 
household income for all U.S. households at $43,133 in 1994. 


Record Potential for Crop Cash Receipts... 


Crop cash receipts have contributed 45 percent of farm gross 
cash income during the 1990’s. Crop cash receipts are forecast 
at $98-$103 billion for 1996 and $97 billion for 1995. Both 
forecasts would be a record; the previous high was $92 billion 
in 1994. Corn and soybeans, the crops that contribute the 
largest amounts of cash receipts, should have strong showings 
in 1996. Factors underlying the positive outlook for crop cash 
receipts are: 


© Expected large feed grain production. Feed grain producers 
will not have to leave any land out of production to be 
eligible for government payments in 1996. With normal 
yields, corn production could approach 1994’s record. 


© Expected strong feed grain prices. World supplies of corn 
and other feed grains are low, increasing the export demand 
for U.S. production. These tight supplies could push U.S. 
corn prices 40 percent higher in early 1996 than they were 
in early 1995. 
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e Expected strong soybean prices. Expected high corn prices 
may encourage corn planting on acres that would have 
been planted to soybeans, so soybean production could fall 
in 1996. Reduced U.S. soybean production and low world 
supplies could boost prices enough to raise soybean cash 
receipts. 


... But Livestock Receipts Could Be Flat 


Livestock cash receipts have contributed 46 percent of farm 
gross cash income during the 1990’s. Livestock cash receipts 
are forecast at $85-$89 billion for 1996 and at $87 billion for 
1995. For perspective, livestock receipts in 1990-94 averaged 
$88 billion. 


Sales of cattle and calves make up the largest proportion of 
farm gross cash income of any commodity, 20 percent in the 
1990’s. In 1995 and 1996, beef production could approach 
records set in the late 1970’s. Despite strong export sales to 
Japan, Canada, and Korea, demand has not been strong 
enough to sustain prices in face of this heavy production. 
Farm prices for cattle in 1995 and 1996 could be the lowest 
in the 1990’s. Cattle and calf receipts may increase slightly 
in 1996, but receipts for both years could be the lowest since 
1987. Appendix table 4 provides information on historical 
and forecast cash receipts for major commodities. 


Direct Government Payments Could 
Continue To Decline 


Direct government payments to farms include price support 
payments for crops, conservation program payments, and 
disaster assistance. For 1996 these payments are forecast at 
$3-$5 billiori, while the 1995 forecast is $6 billion. A portion 
of the 1996 payments will be for 1995 crops. These forecasts 
would be the lowest government payments in the 1990's. In 
1990-94, direct government payments averaged $10 billion 
and were 5 percent of farm gross cash income. As market 
prices increase, government outlays for price support pro- 
grams decrease. So tight world feed grain stocks, which 
should boost 1996 feed grain prices, are the major reason for 
the lower government payments forecast. 


Expenses Forecast To Rise 


Total production expense, used to calculate net farm income, 
is forecast at $169-$177 billion for 1996 and $168 billion for 
1995. During 1990-94, total production expense averaged 
$157 billion. Contributing to the higher 1996 expense forecast 
are: 


© Higher feed grain prices. These high prices coupled with 
large cattle inventories could increase feed expense. 


© More planted acres. More acres should lead to more ex- 
pense for seed, custom work, storage, and other miscella- 
neous operating expenses. 


© High nitrogen fertilizer prices. These are especially impor- 
tant in a year where corn plantings, a heavy nitrogen user, 
are expected to increase. 
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In contrast with most other expenses, interest expense is 
forecast to decline in 1996. Lower interest rates should more 
than compensate for increasing farm sector debt. For more 
detail on historic and forecast expenses see appendix table 5. 


Net Cash Income Could Decline 
Proportionally More on Small Farms 


Given the income trends that may be developing for 1996 — 
higher crop cash receipts, flat livestock receipts, and reduced 
government payments — let’s compare how net cash incomes 
on different size farms may be affected (also see table 1 in 
this section). The largest farms, those with $500,000 or more 
in sales, could see their net incomes dip 6 percent or more in 
1996, while the smallest farms, those with sales under 
$50,000, could see a much larger drop of around 40 percent. 


Why might income drop more on the smallest farms? In part 
because a smaller proportion of their gross income comes 
from crops — 29 percent compared with 47 percent on the 
largest farms — so they will benefit proportionally less from 
the forecast increase in cash receipts for commodities such 
as corn and soybeans. Also, government payments make up 
a larger proportion of gross cash income on the smallest farms, 
9 percent vs. 2 percent for the largest. So, the forecast decline 
in 1996 payments will decrease net cash income on the small- 
est farms proportionally more than on the largest. However, 
keep in mind that many operators of the smallest farms earn 
more from off-farm work than from producing crops and 
livestock and that aggregate net cash income is usually nega- 
tive for this group. 


The South Central Region Could See 
The Largest Percent Decline in Net Cash Income 


As the farm income trends forecast for 1996 will affect farms 
of various sizes differently, farms in different parts of the 
county also will be affected differently. For example, produc- 
ers in the Midwest could see their 1996 net cash income 
decline only slightly, while South Central producers might 
experience an income decline of as much as 10 percent (see 
table 1 for a list of states in each region). 


Why might net cash income in the Midwest change propor- 
tionally less than net cash income in the South Central part 
of the country? Less disparity exists among the two regions 
in the amount of gross cash income coming from crops than 
was the case for large and small farms. Midwestern producers 
get 38 percent of their gross cash income from crops while 
South Central producers get 33 percent. Here the mix of crops 
creates much of the difference. The Midwest is by far the 
Nation’s most important producer of corn and soybeans — 
the two crops for which cash receipts could increase the most 
according to initial forecasts. On the other hand, the South 
Central region is the Nation’s premier producer of cotton, a 
crop for which current forecasts show no increase in cash 
receipts. 


Farms Specializing in Red Meat Production 
Could See the Largest Decline In Net Cash Income 


Among types of farms, those specializing in red meat pro- 
duction could have larger declines in 1996 net cash incomes 
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Table 1--Net cash income could decline the most on small farms and in the South Central region in 1996 


Over the last few years 


their gross cash income 
has come from: 


Could see this 
change in their 


Farms with this 1996 net cash inc. 


And their expenses 
have come from: 
Govt. 


feed fert. interest 


characteristic: compared with 1995: crops livestock pymts. 

Sales class: 2 ———— ee en nn ee ee ee ee er Ys CT a a 
$500,000 or over -6 47 43 2) 1S 10 6 
$250,000 - $499,999 -3 46 39 7 2 16 8 
$100,000 - $249,999 -4 41 44 8 14 LS 9 
$ 50,000 - $ 99,999 -5 38 44 9 12 14 10 
$ 49,999 or less - 43 29 47 9 12 10 13 

Region: 1/ 

Northeast -7 33 60 2 19 9 7 
Midwest -1 38 47 8 14 14 10 
Southeast -2 56 32 B 10 i 8 
South Central -14 33 46 10 13 1B, 8 
West -10 50 36 4 13 9 8 

1/ The states in each region are: 

Northeast = Cl Day ME yn MD po MAY NE par NO eUN MyM ARR, VL 
Midwest == Mi MNi pW acl, eAVEMO, HOHMEKS aN. NDie SD 
Southeast = KY, NC, TN, VA, WV, AL, FL, GA, SC 

South Central - AR, LA, MS, OK, TX 

West = AZ, CO, Lbigewtl,) hv, SNM, OUD, (WX, CA, TOR, WA 


than other types of farms. ERS considers a farm to specialize 
in red meat production if 50 percent or more of the total value 
of everything it produces comes from cattle, hogs, or sheep. 
Red meat farms have been the most numerous type of farm 
in the 1990’s, about 42 percent of all farms. Appendix table 
6 provides net cash income forecasts for farms specializing 
in several major commodities. 


Gross cash income on red meat farms should be fairly flat in 
1996. Red meat farms earn little of their gross cash income 
from crop sales, just around 10 percent in recent years, so 
they will not benefit greatly from expected strong 1996 crop 
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receipts. On the other hand, because they do not depend on 
crops, expected lower government payments will not affect 
them much either. During the 1990’s, just about 4 percent of 
their gross cash income came from government payments. 


While gross cash income could remain flat on red meat farms, 
cash expense could increase. Feed expense makes up about 
20 percent of cash expenses on these farms, so they could be 
vulnerable to higher feed grain prices. Some cattle producers 
are attempting to mitigate the impact of higher feed grain 
prices by increasing their use of pasture. 
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ERS forecasts that in 1996... 


Figure 1 -- Crop receipts may increase while livestock 
receipts are similar to 1995 
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Figure 3 -- Demand may lag heavy beef production, 
keeping prices low 
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Figure 5 -- Overall expenses may increase 
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Figure 2 -- Tight stocks could bolster corn and 
soybean prices 
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Figure 4 -- Higher feed grain prices and large cattle 
inventories could mean higher feed expense 
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Figure 6 -- Net farm income may increase slightly 
while net cash income decreases slightly 
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Balance Sheet Outlook 


Farm Assets, Debt, and Equity Up in 1996 


The farm sector’s overall financial position remains strong. Farm real estate assets, which 
have grown at rates over 3 percent in 1993, 1994, and 1995, are forecast to increase by 
about 3.6 percent in 1996. Farm debt, while also increasing, is expected to rise only 2 
percent in 1996. The resulting gain in farm sector equity is expected to be greater than 
inflation, implying a real increase in the sector's net worth. 








Farm Asset Growth 


The value of U.S. agricultural assets (excluding operator 
households) on December 31, 1996 is forecast at $985-$995 
billion, up 3 to 4 percent from 1995. About four-fifths of the 
increase is due to rising real estate values. Expanding cash 
receipts, reasonable returns to assets, and favorable interest 
rates are supporting continued growth in farm sector capital 
investments. 


Farm equity is expected to grow in 1996 as farm asset values 
rise more rapidly than farm debt. Real farm business equity 
(measured in 1987 dollars) is forecast to rise for the fifth 
consecutive year (see table 2). 


Comment on Real Estate Assets Revisions 


The December 31, 1995 estimates of farm business real 
estate assets are now based on the June Agricultural 
Survey. This new survey replaces the Agricultural Land 
Values Survey, which has been used since 1984 to esti- 
mate agricultural land values. ERS has revised farm real 


estate value estimates for 1989-94 to realign the estimates 
with value-per-acre data published in the 1992 Census 
of Agriculture. The estimates of farm business real estate 
asset values are based on these new data from the ERS- 
Natural Resources and Environment Branch (see AREI 
Updates: Agricultural Land Values, December 1995). 





Table 2--Nominal and real balance sheets show improvement 1/ 


Nonreal estate assets are expected to increase about $7 billion 
in 1996. Livestock and poultry values are expected to rise 
slightly after remaining steady in 1995. The values of crops 
stored and of purchased inputs are expected to rise after having 
dropped in 1995. The value of farm machinery and equipment 
is forecast to rise about $2 billion, reflecting strong demand 
for tractors and favorable credit conditions. 


Farm Debt Rise Expected To Continue 
Through 1996 


By the end of 1996, farm business debt is anticipated to rise 
above $154 billion, the highest level since 1986. The expected 
increase of $3-$4 billion during 1996 will mark the sixth year 
of rising debt in the last seven. The expansion in outstanding 
loan balances in 1996 follows a projected debt increase of 
over $4 billion in 1995. While the rate of growth in debt 
slowed from 3.4 percent in 1994 to 3 percent in 1995, these 
years represent the two largest annual percentage increases in 
outstanding loans since 1981. The rate of increase in 1996, 
though slightly less than the 2 previous years, continues the 
recent trend of rising farm debt. 


The recent rise in farm debt is a cause of concern but not 
alarm. A more favorable interest rate environment anticipated 
in 1996 will lessen the impacts of steady to slightly lower 
income levels and rising indebtedness. Total interest expenses 
are projected to decline slightly in 1996, as the lower rates 
offset the rise in debt. It appears that a larger number of 
operators will have less income available to meet principal 
and interest payments on their loans, but those payments will 
likely be lower for the average farm operator. Those experi- 
encing reduced income, particularly livestock producers, may 


Year Assets Debt Equity Assets Debt Equity 
1990 838.8 138.0 700.8 HAO 12138 618.5 
1991 843.7 3:92 704.5 alia 118.4 59ST 
1992 868.4 Aichi 729.4 CaS SEAWENS iL 603.3 
1993 902.9 142.0 VOLO eo eee 510 616.2 
1994 9335 146.8 8 Ora 740.3 116.4 623.9 
LOS5F 956.6 1510 805.9 745.6 TLS el 628.1 
1996F 985 to 995 153 to 157 830 to 840 TSUNEO sb lee LGM toms 20 632 to 642 


F = forecast 
1/ Excludes operator households and CCC commodity loans. 
2/ Deflated by the GDP implicit price deflator, 1987=100. 
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experience difficulty in meeting their debt service require- 
ments. 


The use of debt provides a valuable source of capital that can 
lead to improved productivity and higher profits. The recent 
rise in loan balances can be at least partially attributed to 
farmers’ positive view of the future of the sector, as evidenced 
by borrowing to finance strong machinery sales. The number 
of tractors purchased is forecast to increase 6 percent in 1995. 
Farmers appear to be willing to borrow to invest in replace- 
ment of their aging capital stock. Farmers’ demand for ma- 
chinery may rise even more in 1996, influenced by availability 
of credit at relatively low interest rates. 


Farmers’ Use of Repayment Capacity Rises 


Farmers are expected to use their available credit lines more 
fully in 1996 as they likely did in 1995. Lenders generally 
require that no more than 80 percent of a loan applicant’s 
available income be used for repayment of principal and 
interest on loans. For farm operators, this income available 


Figure 7-- Farm assets and equity increase 
$ billion 
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for debt service (measured as net cash income plus interest) 
can be used to determine the maximum amount of loan pay- 
ment the farmer could make. Given current market interest 
rates and an established repayment period, the maximum 
feasible debt that the farmer could carry with this loan pay- 
ment can be determined. Using current bank interest rates and 
a 7-year repayment period, maximum feasible debt concep- 
tually measures the line of credit that could be available to 
farmers. 


Farm debt repayment capacity use (actual debt expressed as 
a percentage of maximum feasible debt) effectively measures 
the extent to which farmers are using their available lines of 
credit. This ratio indicates that, in 1996, farmers are expected 
to use over 60 percent of the debt that could be supported by 
their current incomes. Use of debt repayment capacity is up 
from 46 percent'in 1993, 54 percent in 1994, and 57 percent 
in 1995. Despite the favorable effects of expected lower 
interest rates in 1996, use of debt repayment capacity is 
expected to reach its highest level since 1986, driven by the 
combined effects of lower income available for debt service 
and higher debt levels. 


Debt Growth Rate Accelerates 


The recent increases are relatively small compared with an- 
nual debt changes during the 1970’s, when outstanding loan 
balances grew at an average annual rate of over 12 percent. 
The rapid growth in use of debt financing during that period 
is an often cited cause of the farm financial crisis that emerged 


B00 ee in the mid-1980’s. 
400}. Expanded use of credit caused total farm business debt to 
increase from less than $50 billion in 1970 to a high of almost 
200 $194 billion in 1984. Debt levels declined during the sub- 
sequent financial crisis, falling to $137 billion by the end of 
0 1989. Year end loan balances ranged between $137 and $139 
70 74 78 82 86 90 94 96F billion from 1989 through 1992, trending slowly upward at 
Table 3--Farm debt, December 31, selected years, 1984-96F 
Lender 1984 1988 1992 1994 1995F 1996F 
eR RittentE bit icin 29¢;- 2825-23 -+ Million dollars--------------- --Billion dollars-- 
Real estate 106, 697 77,496 75,421 77,642 79 79 to 83 
Farm Credit System 46,596 28,322 25,408 24,583 24 23 to 26 
Farm Service Agency 1/ 97/523 8,940 6,394 5,463 5 455076 
Life insurance companies ie oot 9,002 8,765 9,023 9 8. boO Jil 
Commercial banks 9,626 ayo Sion, 21,070 22 23 to 25 
ccc storage facility 623 oa 2 * * * 
Individuals & others 28,438 16,841 16,095 17,503 18 18 to 20 
Nonreal estate 87,091 Gis, oe 63,631 69,120 72 2. CO To 
Commercial banks 37,619 28,309 Bz; 9le 36,730 38 37 to 41 
Farm Credit System 18,092 8,766 10,346 11,180 13 12 to 14 
Farm Service Agency 1/ 13,740 12,899 ila 6,020 5 4 to 6 
Individuals & others 17, 640 11,760 13,230 15,190 16 17 to 19 
SeEOn Loi 
Total debt 193,788 139,230 139,052 146,762 1st 15 
Farm Credit System 64, 688 37, 088 35,753 35,763 a7, 36 to 40 
Farm Service Agency 1/ 23), 263 21,839 TS ooo 11,482 10 Setoune 
Commercial banks 47,245 42,679 51,669 57,800 60 61 to 64 
Life insurance companies 11,891 9,002 8,765 9,023 9 8 to 11 
Individuals & others 46,701 28,622 29,325 32,693 34 35 to 37 
F Forecast 


Less than $500,000 
1/ Formerly Farmers Home Administration. 
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an average annual rate of less than 1 percent. Farmers appear 
to have used relatively high incomes generated during 1989- 
92 to minimize borrowing and improve their balance sheets. 


The debt growth rate has accelerated since 1992, rising to 
about 2 percent in 1993. The rate of increase rose to 3.4 
percent in 1994, and, based on preliminary projections, mod- 
erated to about 3 percent in 1995. Debt levels at year end 
1996 are expected to stand about $15 billion above those of 
1992. 


Banks Show Rapid Growth in Farm Loans 


Farm debt held by banks is expected to increase almost 4 
percent in 1996, following annual increases of about 6 percent 
in both 1994 and 1995. Bank loans secured by farmland 
increased by over 6 percent in 1995, while nonreal estate farm 
loan balances rose about 2 percent. Bank farm loans outstand- 
ing have grown at an average annual rate of about 5 percent 
during 1988-95. 


Agricultural banks enter 1996 well capitalized and report 
ample funds to meet the credit needs of qualified borrowers. 
However, at mid year 1995, agricultural banks reported an 
average loan-to-deposit ratio of 0.65. This measure, up from 
0.55 during 1990-92, has reached its highest level since the 
early 1980’s. The rising loan balances and high loan-to-deposit 
ratios in some Midwestern banks have been offered as evi- 
dence of a likely tightening of credit in the near future, but 
these factors also indicate the recent strength of both farmers’ 
loan demand and bankers’ willingness to provide credit. Fur- 
ther increases in the loan-to-deposit ratios might lead to re- 
duced farm credit availability, as some banks reserve their 
more restricted supply of loanable funds for their most credit- 
worthy borrowers. 


While banks reported lower delinquency and charge-off rates 
at mid year 1995, bank officers responding to surveys con- 
ducted by various Federal Reserve Banks indicate that prob- 
lems might be building in the cattle producing areas served 
by the Minneapolis, Kansas City, and Dallas Federal Reserve 
Districts. Bankers in these areas report lower loan repayment 
rates and higher numbers of renewals and extensions. These 
bankers also report that both demand for loans and fund 
availability are generally strong. These factors, together with 


Figure 8 -- Farm debt growth continues 
% change 
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current projections for relatively low net income, suggest that 
some farmers may experience repayment difficulties in 1996. 


Farm Credit System Nonreal Estate Loans Rise 


Farm business debt owed to the Farm Credit System (FCS) 
is forecast to increase about 1 percent in 1996, following a 
rise of more than 4 percent in 1995. Preliminary projections 
indicate that FCS nonreal estate loans will increase over 15 
percent in 1995, off setting an expected 1-percent decline in 
farm mortgage loans. Despite their relatively slow growth in 
loan volume in recent years, FCS institutions have streamlined 
through mergers and have profited from improved net interest 
margins. They are well positioned to be competitive in the 
farm credit market in the future. 


Falling Interest Rates To Affect Farmers 


The interest rate changes anticipated to be engineered by the 
Federal Reserve Board in 1996, could generally lower all 
current market interest rates, but are not expected to produce 
a simultaneous proportional drop in farm interest expenses. 


Total farm business debt is expected to exceed $150 billion 
by the end of 1995. Theoretically, a 100-basis-point decrease 
in market interest rates would suggest that interest expenses 
could fall about $1.5 billion, increasing net farm income by 
that amount. However, the actual decrease in farm business 
interest expenses is expected to be substantially less. 


Changes in current market interest rates are not reflected 
immediately in farm interest expenses due to a variety of 
factors. First, interest rates on new agricultural loans do not 
respond instantaneously to changes in general market interest 
rates. ERS research suggests that changes in the 3-month T-bill 
rate produce changes in commercial bank interest rates on 
new farm loans, but the change is less than proportional and 
occurs with a lag of about one quarter. Interest rate changes 
following a change of 100 basis points in the 3-month T-bill 
rate were about 71 basis points on new farm nonreal estate 
loans, and about 66 basis points on new farm real estate loans. 


Additionally, these farm interest rate responses to market rate 
changes refer to rates on new loans. Interest expenses are 
based on average interest rates on all loans outstanding, rather 
than rates on new loans only. While over 75 percent of all 
bank loans are made on variable interest rates, such loans can 
only periodically be adjusted to reflect new market rates. 
There is a lag between the date of the rate change for new 
loans and the adjustment date of the variable rate loan. 


Finally, total interest expense also depends on the level of 
debt outstanding. While the current projection is for rising 
debt balances through 1995, the decrease in interest expenses 
could be understated if farmers respond to lower market 
interest rates by increasing their demand for new loans. 


Farm Sector Financial Performance Measures 


Rising farm sector asset values and modest changes in farm 
income could result in somewhat lower returns to total farm 
assets and equity in 1996. Forecast rates of return on farm 
assets and equity from current income in 1996 are expected 
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to be slightly higher than in 1995. In contrast, total returns to 
farm assets, including returns from real capital gains, are 
forecast to be between 1 and 2 percent, compared with 3 
percent in 1995. This is primarily because farm asset values 
in 1996 are expected to rise less than in 1995, with slightly 
greater inflation expected in 1996 than in 1995. 


The debt servicing ratio (a measure of liquidity) is the pro- 
portion of gross cash income needed to service debt. From 
1990 through 1995, principal and interest payments required 
between 14 and 15 percent of the sector’s gross cash income, 


Table 4--Rates of return on farm assets and equity 1/ 


Year Real Real 
Income capital Total Income capital 
gains gains 
aa Ne Percent------------------ 
1992 4.1 0.4 4.5 3.4 nye) 
1993 2549 Ze Bes ee! Bren 
1994 Si6 Aea3 4.9 2.9 io 
1995F Die 0.8 3.0 lire 3 
1996F ZO) 3 (0) 42Cy alk Gi Nexo} ibs or 7 


F = forecast 
1/ Excludes operator households. 


a level expected to continue into 1996. Compare that to 1983, 
when principal and interest payments took 28 percent of gross 
cash income. 


Net cash farm income to debt reflects the strain placed on 
cash flow to retire farm debt. The lower the value, the greater 
the stress placed on farm earnings remaining after all pay- 
ments necessary to retire farm debt on schedule have been 
made. The lower forecast value for net cash farm income to 
debt in 1996 suggests that, for the farm sector overall, financial 
efficiency will decline slightly. 


Total 


Totals may not add due to rounding. 


Returns to assets and equity are calculated using the average of 
the current and previous year’s assets and equity, respectively. 


Table 5--Liquidity and financial efficiency, 1990-1996F 

Net cash farm 

income to debt 
(financial 


Debt servicing ratio 


(liquidity) efficiency) 

Ratio Percent 
1990 silts) Ae 
1991 Pals 44.7 
1992 m4 AS 
1993 .14 48.7 
1994 pelea Ly) 
1995F oe A} 42.8 

1996F PANEO 2 16 38 to 42 


Fe= forecast 
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Commodity Enterprise Costs and Returns 


Only Slight Rise Forecast for 1996 Crop Production Costs 


The largest input price increase, around 4-5 percent, could be for trucks and autos. 








Based on USDA’s most current forecasts, 1996 costs of pro- 
duction for major U.S. crops are forecast up 1-2 percent. 
Cotton is the exception, as an expected 15-percent yield in- 
crease is expected to cause ginning costs to rise about 17 
percent. Cotton production costs are forecast up 3-4 percent 
for 1996. For the most part, these increases compare favorably 
with the general economy where consumer prices, as meas- 
ured by the CPI, are forecast up an average 3 percent. 


The overall Prices Paid Index for farm production items (crop 
and livestock inputs) is forecast up 3.1 percent. However, this 
average is heavily influenced by a 9-percent increase in feed 
costs, which have no effect on crop production. Among crop 
inputs, prices for autos and trucks could rise the most (4-5 
percent). Fuel prices could also rise considerably (3-4 per- 
cent). In 1995 fuel prices fell from the recent years’ average 
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and a return to this earlier average could be affecting the 1996 
forecast. 


Prices for some inputs are forecast down slightly for next 
year. Agricultural chemicals, farm supplies, and interest are 
three inputs that could cost less. 


For growers’ bottom-line finances, the crop grown, and there- 
fore the input mix, will be the determinant. For those crops 
that require more mechanization, like rice and cotton, the 
higher fuel and other machinery operating expenses will have 
a negative impact. For these same farmers, however, lower 
chemical costs will be somewhat offsetting. Also, even though 
most inputs will cost more in 1996, the increase will likely 
be less than in 1995. 


Figure 9 -- Prices for major agricultural inputs 
% change 


Fertilizer 


Chemicals Fuels Tractors Interest 





94 95 96F 


USDA / Economic Research Service 


*u20D 103 HutAIp wojsnd sepnytoul /zZ “swerbord queuuzrSsACH Jo sjodajjo 4OoAtp Hutpnytoxse sqyseoez0j wasn /T ‘“eTqeottdde ON = eu 





T9°08b €h°99F SLE SCC 6T°b2? + 06°929 ve 0c9 Jees9T El LOE GC lS Te SBOSLIaS FS 6S 8S seo wil elOce GESes6is SOLS LEE TI TEEE $3s09 OTWOUODS *TeIOL 

SON LC Ces EG vI-6L 06°8T SG) Ske Vd “SC 6L°6 49°76 60-9 yao) BOLLE ES S90E C6.g5 Lao. a Sic 60° bc 61°C zogeT predun 
99) 8h 88S" Le 8S°LS 97°8S 64°76 v6°96 O9ReS ee 9S ES Be Ge bis 06°LZ G6 LC 6e OE €6° 62 fy Te 66°TL eee 
Ov Sl wrt st v6°€T Viiece COsCe BE UEC c8 UL 19 Pac €0) Si O08 °UTL 95.5 cv 6 EC ai SOeSiE 88° EL 89 ET TeqtdeS pueTuou 418440 
6S°L 60°8 LORG DCmG cv 6 E500 las; = 18 v9 88°T SOT? L8- S6u CC uC GV EC LO°9 vo? Teqtdeo but ezedo 
DeatGaess OS OLE? L¥ses OSE 09 09°6S COAL 89 “Gab EE 8z¢ 88° LZ Co 8c Lal 2S. OCB PL eee ODE 1G mee queweseTdez Te Itded 
LYs EC B90 CS €9 65 8c 6T 8V OF V6 672 Seat T 80°TT S39 GGL GV Ge 3S) Sib EC e8iL SV GEL COREL CLIC VSMLG souraznsut pue sexe, 
SOV Lane Lic ve EL C Cait Tv 62 v8" 82 £959 Sieg S89 ee) 00°S 06° 19°8 vv 8 66°ET CLESEL pesyzsAo wrzejz [eAS9USD 
SESS See VLE Gash T6°9L SIF VE O8°LVE ESS9'S €8 SS cS OL Sic 169 NG ES OT SES C9 se 8 Secs GL Sie cy 7051 sesuedxe yseo aTqetien 


:$4soD (dtysieumo T[nJ) Otwoucog 


Gi SP ess9 CGE BE REC L Ot CGE Geese ber SE” DEY. 86°28 v9 "18 Oi “O0TS ES: 86 G9 SO SN SS ta Slate COmvtt Bes 0 CINCY aC 0c sesuedxe ysed ‘Te 0L 
E665 Gave 6S vO°SD SS°UP 48°78 S6°€8 LB Ie £8 ° SC 89°62 8E 67 CY PEG COPEC OO-EE 99 2G.e BSG 00°¢S sesuedxe ysed pexty ‘TeI0L 
Leos -aer 6. SE L6 ET SO°vT 86°92 EL SC iL Gus Sag 6T OT Sc 4b L8°E 68°€ €6°OT OO tL 98 °9T S6s9T qsezequt 
EY PEC meo0s GG EIZ6E 82° 6T 8P-O€ v6" 62 8¢ TL 80°TT SO VG CV ICE 9S 880 EC coil SV eer GC TEL Glin ee Veen soueznsut pue SexeL 
Soo LC tare «Le vo Tt Geman Tv 62 08° 872 ESS OSeg $89 iEE.49 00°S 06°9 EI Ss vv 8 66° ET CEREE peesyzoAo warez [Ter9UeD 


SL SS8GaSe PLE 6T°8L E6e 92 SIS PSC O8°LVE £8 9S 68eSo Agile SC 269 Sie cS Sees CIES SCRee GLSEST “creo ST Sesuedxe YSeO SeTQeTAePA ‘TeIOL 


78°s GL=S v0° v0~ OS*TT few 1a! vo" SCs Gir E SLT 00° 00° ev cv SP ST” sesuedxe ysed eTqetiea 138yI0 
€8°€S 68°SP eu eu 60°0€ 16°82 eu eu eu eu eu eu eu eu eu eu ButuutS5 zo HSutdArq 
CC 0VmEeE Of Se 90°9 GOCE, Soe ees Svs p87 8L° S87 6L°P Bess: L1°8 Boe CS aoqeT peitH 
GLao Camas. OC 96°OT 6L°OT ZTE 67S 98°82 88°L SEL 88° EL Son er 78 °8 89°8 cLeek LS FEL 78 9 ESO. sitedsy 
CO RCEMELE EE ves crs pL°S9 00°09 pS °8 Les? c0°2T Oe Lowe vO°L TO°PT VIPEL v6 61 Tv 61 AQVTOTAADeTS pue ‘eqnyt ‘Teng 
ve°O? 6°6T ESE OBE 60° LP 95°99 90) 7S 96°9 cv’ SEP OL a SO°L €9°P vs"? €v Ot Ec 0T /@ suotjerzsdo woqjsnd 
62°0S 62°0S oS arc OSC c8°8S f8° 8S EG.) EG=9 Cae: SLs EGE SCout SEPT 8e° PT SV ESC EV MSC STeoTWeyo 
Lv°O0b 06°6€ T8°6 L9°6 8b 87 08° Lt cL 3iE 06°ST ES SE Ge EE ES >EL 89 EL ESE? GZ TS 98°87 LI °8? feztTtiaed 
CESSES EC V1 8e° bl Sica VC 67 70° 82 82°L 86°9 SoG Geo 90°6 89°8 89°9 0b'°9 SSeS i SIC. C. pees 


:Saesuedxse yseod 
e1zoe peque{td ted sizet{toqd 





966T S66T 966T S66T 966T S66T 966T S66T 966T S66T 966T S66L 966. S66T 966T S66T we qt 
uojj05 ueaqAos aot qeSUM XeTieg seo wnyb610S ulod 





/T 96-S661T ‘Sdo15 piety zoflew 10J sqsod uotjAOnpozd -s°n--9 eTqeL 


13 


A\lS—59 / December 1995 


USDA / Economic Research Service 





tively stable low cost-of-capital environment conducive to 
business investment. However, some slowdown in nonresi- 
dential business investment from the extremely high levels 
of 1994 and 1995 is expected. 


In 1995, long-term interest rates fell sharply while stock prices 
surged. From January to June, interest rates on long term high 
grade bonds fell roughly 130 basis points. Since late June to 
mid-December, long term bond rates have fallen roughly an 
additional 60 basis points. Through mid-December, the value 
of the Standard and Poor 500 increased roughly 35 percent 
from the beginning of the year. Low long-term interest rates 
and strong stock values reduce the overall cost and increase 
the availability of funds for capital investment by business 
firms. Specifically, rising equity prices increase the overall 
market value of business equity and thus improve the ability 
of business firms to obtain funds through the issuance of debt. 
The decline of long-term interest rates and surging equity 
prices also boost consumer spending by generating greater 
household wealth and confidence. 


Economic growth in 1996 is expected to benefit from an 
improvement in the U.S. trade balance. For most of 1995, the 
trade deficit in terms of net exports of goods and services 
continued to deteriorate. The deterioration in the U.S net 
exports position occurred for two primary reasons. First, U.S. 
economic growth was more rapid than that of most of the rest 
of the world. Second, import demand in the United States is 
more sensitive to changes in domestic income growth than is 
foreign demand for U.S exports to changes in foreign income 
growth. In 1996, economic growth outside of the United States 
is expected to increase significantly. Among our major trading 
partners, stronger growth is most notably expected in Mexico 
and Japan. 


U.S trade is expected to also benefit from a strongly competi- 
tive dollar. In the last 2 years, the real trade-weighted value 
of the dollar has fallen by approximately 10 percent. A number 
of years are required for real exports and imports to fully 
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respond to a change in the real value of the dollar. Therefore, 
the U.S. trade position in 1996 should benefit from the overall 
trend of a weaker dollar over the last 2 years. 


Consumer real wages and incomes are likely to gradually 
improve in 1996 as greater pressure on wages is generated 
from the strong productivity and corporate profitability gains 
of 1995. Moreover, the unemployment rate remains low rela- 
tive to historical standards, thus putting some additional pres- 
sure On real wages. 


Inflation is expected to remain low in 1996, thus improving 
the growth outlook. Strong continued productivity gains, 
moderate increases in overall hourly compensation, and strong 
global competition have kept increases in unit labor costs 
modest and the inflation outlook low. By the end of 1995, 
capacity utilization in manufacturing had fallen to levels con- 
sistent with only slight inflationary pressures. Continued low 
inflation promotes economic growth by reducing pressures 
on real interest rates and reducing economic uncertainty and 
distortions. 


Implications for Agriculture and Rural America 


The macroeconomic outlook is a highly favorable one for 
agriculture and rural America. Agriculture should benefit from 
moderate growth in the domestic economy and stronger 
growth in foreign demand resulting from stronger foreign 
growth, especially in Mexico and Japan. Continuing highly 
competitive real exchange rates should enhance agricultural 
and rural exports. Highly competitive real exchange rates are 
especially beneficial to U.S. firms trying to enter foreign 
markets. Lower real interest rates should benefit rural America 
by reducing real borrowing costs and enhancing credit avail- 
ability. Demand for capital equipment and expensive con- 
sumer durables produced in rural America should benefit from 
a lower real interest rate environment. Production expenses 
should be held down by a continuation of low inflation and 
stable energy prices. 


Figure 11 -- Inflation (CPI-U) remained low in 1995 
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Special Article 


Financial Performance of U.S. Farm Businesses, 
1991-1994 


by Mitchell Morehart and Janet Perry 


Abstract: FCRS data reveal that for the average commercial farm business an increase 
in revenue from crop sales in 1994 was not enough to offset declines in livestock re- 
ceipts and government payments. For these farms, variable and fixed cash expenses de- 
clined from previous years with livestock purchases, feed, repairs and maintenance, and 
utilities contributing most to the reduction in variable expenses. Interest expenses, insur- 
ance, and rent and lease payments contributed to the reduction in fixed expenses. 

Lower average cash expenses offset the decline in gross cash income, leading to an av- 
erage net farm income on commercial farms of $32,284 in 1994. Farms in a financially 
vulnerable position remained at about 6 percent. 


Keywords: Commercial farms, farm financial position, net farm income, farm income 


statement, farm balance sheet 


Even though 1994 saw none of the adverse weather that 
decreased production the year before, total gross cash income 
from farming for the average commercial farm business was 
actually less than in 1993. Commercial farms have gross sales 
over $50,000 and comprise about 27 percent of farms. An 
increase in revenue from crop sales was not enough to offset 
declines in average livestock receipts and government pay- 
ments. Net farm income of commercial-size farms rose from 
an average of $37,997 per farm in 1993 to an average of 
$38,284 in 1994. 


While the year-to-year variation in average income was not 
Statistically significant, the composition of net income did 
change (table 7). The decrease in 1994 government payments 
per farm of about $5,600 was statistically significant. Both 
variable and fixed cash expenses declined from previous 
years. Reductions in livestock purchases, feed, repairs and 
maintenance, and utilities contributed most to the reduction 
in variable expenses. Interest expenses, insurance, and rent 
and lease payments contributed to the reduction in fixed 
expenses. The reduction in cash expenses in 1994 offset the 
decline in gross cash income and was enough to lead to an 
increase in net cash income of almost $790 per farm. The 
additional value of inventories held by farm businesses at the 
end of 1994 offset most of the increase in depreciation ex- 
penses, leaving net farm income per farm up by less than 1 
percent. 


Income Varies on Commercial Farms 


Considerable variation exists in the mean (average) and me- 
dian levels of net farm income by type of commodity grown, 
location of farm, and size of farm. Except for operations that 
specialized in wheat, rice, and tobacco, average income levels 
increased from 1993 for most crop farms in 1994. The most 
dramatic income increases were for cotton, peanuts, corn, and 
soybean operations. These farms were those most adversely 
affected by drought or flood in 1993. 


Not only did average and median incomes increase for corn, 
soybean, cotton, peanut, and nursery and greenhouse opera- 
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tions, but the whole distribution of income shifted to a higher 
level in 1994. For each of these farm types, the income levels 
separating the middle 50 percent of farms from the lowest or 
highest 25 percent of farms increased by several thousand 
dollars from 1993. The cutoff for corn farms for the lowest 
25 percent of farms increased from -$560 in 1993 to $10,223 
in 1994, Rice and vegetable farms had the largest reduction 
in average income levels among crop farms, although for 
vegetable farms the median level of income remained steady. 


Among livestock operations, beef, hog, and general livestock 
farms had lower income levels per farm in 1994 than in the 
previous year. Only poultry operations showed an increase. 
Both the mean and median income was fairly stable for dairy 
farms. 


Within regions, the largest increase in average income level 
among commercial farms occurred in the Lake States, South- 
east, and Delta regions. The largest reduction was in the 
Southern Plains and Pacific regions. 


Assets and Liabilities of Commercial Farms 


The composition of assets held and debt owed by farmers 
differs from the average U.S. household. The average net 
worth for U.S. households in 1993 was $99,772. Farmers, on 
the other hand, look much wealthier because statistics refer 
to farm business assets and debt rather than to personal wealth. 
Those assets are used to produce an income, but most house- 
holds rely on human capital, only, to produce income for the 
family. Moreover, in terms of gross sales, many farmers tend 
to operate small businesses. 


Asset value per commercial farm was $766,045 in 1994, of 
which 60 percent was the value of land (table 8). Farm li- 
abilities of commercial farms averaged $138,279, down 
$6,000 from 1993. Current liabilities represented 35 percent 
of total liabilities and included operating loans and other debt 
obligations which cover a 1-year period. Noncurrent liabili- 
ties—principal and interest due on notes for land, equipment, 
and machinery purchases—remained relatively stable, al- 
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Table 8--Farm business balance sheet for commercial size farms, 


1991-1994 


ees ee ane 


Share of Share of 
assets 1994 assets 
Percent Dollars Percent 


a 


Farm assets 


Current assets 

Livestock inventory 

Crop Inventory 

Purchased inputs 

Cash invest in growing crops 
Prepaid insurance 

Other assets 


Non-current assets 
Investment in cooperatives 
Land and buildings 
Farm equipment 
Breeding animals 


Farm liabilities 


Current liabilities 
Notes payable within one year 
Current portion of term debt 
Accrued interest 
Accounts payable 


Non-current liabilities 
Nonreal estate 
Real estate 


Farm equity 


Debt/asset ratio 


Source: Farm Costs and Returns Survey 
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Share of Share of 
1991 assets 1992 assets 1993 
Dollars Percent Dollars Percent Dollars 
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though machinery and equipment averaged $17,105 in 1994, 
compared with $23,220 the year before. 


Average debt-to-asset ratios remained stable at 0.18 between 
1993 and 1994, although data for both years were well above 
the levels reported by farmers in 1992. Commercial farms 
reported a higher level of current assets, meaning those assets 
readily converted to cash within 1 year, and fewer current 
liabilities in 1994 than in 1993, 


Among commercial-sized crop farms, wheat, corn, rice, and 
cotton operations reported data yielding a higher debt-to-asset 
position in 1994. Hog, dairy, and general livestock operations 
also reported an increase in debt relative to assets. Farms with 
higher debt-to-asset positions were more concentrated in the 
Northern Plains and the Southwest. 


Farms in Financial Difficulty 


The overall financial performance of farm businesses can be 
evaluated by considering their combined net income and 
solvency positions. Both the debt-to-asset ratio (a measure of 
business solvency) and net farm income (a measure of busi- 
ness profitability) have limitations when considered inde- 
pendently. A high debt-to-asset ratio may be acceptable if a 
farm generates earnings that are sufficient to service debt and 
meet other financial obligations. Operating at a loss may not 
pose major short-term difficulties if the operation can borrow 
against assets or use other sources of income outside the farm 
business. 


The Economic Research Service measures the overall finan- 
cial performance of farms by combining a farm’s net farm 
income and solvency position. Farms in a vulnerable financial 
position have debts in excess of 40 percent of the value of 
their assets and negative net farm income. Farms in a favorable 
financial position have debts of less than 40 percent of the 
value of their assets and positive net farm income. Marginal 
solvency refers to positive income, high-debt farms, while 
marginal income refers to negative income, low-debt farms. 


Each year a segment of farms experiences severe financial 
circumstances, but the size of that segment has been steadily 
declining during the past few years. On January 1, 1995, 6 
percent of commercial farm businesses were in a vulnerable 
financial position based on their combined net farm income 


Figure 12 -- Farms financial performance, 1991-94 
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and debt-to-asset ratios. The percentage of vulnerable farms 
was down only slightly from 6.4 percent a year earlier because 
a larger share of farms had positive net farm incomes in 1994. 


A higher percentage of farms in a vulnerable position were 
organized as individual operations and fewer were organized 
as either partnerships or family corporations than the popu- 
lation of all commercial farms, or farms in a favorable finan- 
cial position. Farms in a vulnerable position, on average, had 
a third more cash-rented acres, and fewer owned or share- 
rented acres than all commercial farms. 


Although the geographic composition of vulnerable farms 
generally mirrors the distribution of commercial farms across 
the various production regions, there has been substantial 
variation from year to year. In 1994, 9 percent of vulnerable 
commercial farms were located in the Lake States, that re- 
gion’s lowest percentage since 1989. In contrast, the Corn 
Belt represented 30 percent of vulnerable businesses, the 
highest contribution since 1988. The makeup of vulnerable 
operations also varied by economic size. Farms with gross 
sales of $100,000 to $249,999 accounted for 47 percent of 
vulnerable operations in 1994. A year earlier only 35 percent 
of vulnerable farms were from this sales class. 


Available data suggest that commercial farm businesses that 
experienced cash flow difficulties and exhausted their debt 
repayment capacity are largely located in the western Corn 
Belt and eastern Plains. Fewer difficulties with debt repay- 
ment capacity in the eastern half of the United States likely 
reflect a lower leverage position and a greater incidence of 
off-farm work and part-time farming. 


Financial Pressure Mounts for Some 
Beef and Hog Producers 


The largest financial impacts from the recent period of de- 
pressed cattle and hog prices have fallen on those commercial 
businesses that depend most on cattle and hogs as a source 
of farm income. In 1994, there were nearly 115,000 commer- 
cial-size farms that earned at least half of their gross income 
from beef and hog production. The combination of negative 
net farm income and relatively high debt-to-asset ratios left 
7 percent of these businesses in a vulnerable financial position 
at the end of 1994. When compared with other production 
specialties, this group had one of the highest percentages of 


Figure 13 -- Vulnerable farms by region, 1990-94 
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vulnerable businesses. Not only did this group contain a 
disproportionate percentage of vulnerable operations, but it 
also had the lowest share of farms considered financially 
favorable. Preliminary evidence for 1995 suggests some mod- 
est gains in prices for these commodities, although rising grain 
prices could reduce earnings for those operations that pur- 
chased rather than grew most of their feed. 


How Serious Is the Problem? 


Beef and hog producers in a vulnerable financial position at 
the end of 1994 had average gross farm income of about 
$287,000. When compared with the gross income of farms in 
the other financial categories, these operations tended to be, 
on average, larger. Total expenses averaged just more than 
$340,000, leaving a cash shortfall of $53,484. Fixed cash 
expenses for items such as interest ($29,323), rent and lease 
payments ($14,376), and taxes and insurance ($7,806), aver- 
aged more than $51,000. In other words, 18 percent of gross 
cash income went to pay for fixed expenses that were 5 
percentage points higher than for commercial farms that 
earned a profit during 1994. To be considered financially 
vulnerable, operations must have a debt-to-asset ratio of 0.40 
or higher at the end of the year. Vulnerable beef and hog 
businesses had an average debt-to-asset ratio of 0.63. Farm 
assets averaged about $595,000, while farm liabilities aver- 
aged $373,500. 


Most farms can rebound from intermittent periods of cash 
shortages, but successive years of operating at a loss and 
increasing leverage lead to serious restructuring issues. One 
signal of the pending seriousness for these vulnerable busi- 
nesses is the stock of working capital. Working capital rep- 
resents the difference between current (or liquid) assets and 
current liabilities. Working capital provides a buffer against 
further borrowing when faced with cash shortages. 


Vulnerable beef and hog producers had an average working 
capital deficit of about $24,000 at the end of 1994. However, 
not all of these businesses experienced liquidity problems. 
Nearly 30 percent had positive working capital that averaged 
more than $100,000. These operations clearly have a cushion 
to sustain their business operations. Without alternative in- 
come sources, the combination of business losses, high debt, 
and working capital deficits experienced by 70 percent of 
vulnerable beef and hog producers leads to a serious erosion 
of farm equity and farm restructuring. 


Can Off-farm Income Help the Most 
Financially Stressed Businesses? 


Even families operating commercial-sized farms earn off-farm 
income, mostly from wages and salaries from off-farm em- 
ployment. On average, households of financially stressed 
commercial-sized beef or hog farms earned just over $27,000 
in off-farm income. This additional income softens the impact 
of periodic low farm earnings. Almost 40 percent of these 
households had positive household income, even though the 
farm had negative cash returns. Their household income 
($45,700) averaged about the same as all U.S. households 
($43,133). While in 1994, their farms appeared to be in fi- 
nancial difficulties, money was available for emergencies. 
Farm households with negative household income reported 


20 AIS-—59 / December 1995 


very low amounts of off-farm income. Without that extra 
source of income, these households are likely experiencing 
household financial restructuring, as well as businesses diffi- 
culties. 


Small Commercial Farms May Also Be Vulnerable 


Another group of farms under particular financial stress is 
small commercial farms. These farms have gross sales of 
$50,000 to $249,999 and labor expenses less than $20,000. 
This group has been declining in numbers faster than the 
overall decline in numbers of farms. However, data do not 
show whether this particular group is leaving farming in 
disproportionate numbers, or moving into other sales classes. 
Average net cash income for these farms decreased 6 percent 
from the high in 1993. Because expenses were lower, and the 
value of inventories higher in 1994, average net farm income 
was estimated at $19,600 in 1994, down only 1.5 percent from 
the year before, a statistically insignificant amount. Fertilizer 
costs continue to be the highest proportion of total expenses 
for this group. 


Most commercial farms have ratios of cash expenses to cash 
income of around 75 percent. While we called this group of 
farms small commercial, they are very small businesses. To 
generate an income approximately equivalent to that of all 
U.S. households, they would have to have sales in the upper 
end of the gross sales category. Many farms in this category 
are organized as proprietorships and the operators overwhelm- 
ingly name farming as their major occupation. Households 
associated with small commercial-size farms received more 
than $26,000 in off-farm income—for total household income 
equivalent to all U.S. households. Off-farm income is im- 
portant to households operating small commercial farms. This 
is emphasized by the fact that households have 50 percent 
more total income when operators have major occupations 
other than farming. Even so, operators naming farming as 
their major occupation generated almost twice as much farm 
income as the others and their household income was 80 
percent of the average U.S. household. 


Government Payments Are Important to Farms 
In the Midwest 


Thirty-six percent of all farms received direct government 
payments in 1994, for an average of $3,356. Commercial- 
sized farms were more likely to participate in programs. Not 
surprisingly, because payments are based on production, larger 
farms received higher payments per farm. Farms with sales 
over $250,000 received 28 percent of payments and produced 
46 percent of program commodity sales. Because much of 
the program payments goes to producers of cash grains, pay- 
ments are concentrated in the Corn Belt and Northern Plains 
regions. In those regions, farms have higher debt-to-asset 
ratios and are more likely to have reached their debt repayment 
capacity. One in five farms had yearend debt that represented 
40 percent or more of total assets. Farms in the cotton-pro- 
ducing areas of the Southwest also have a high ratio of direct 
government payments to gross cash farm income and high 
debt-to-asset ratios. 


Even though larger farms receive the greater share of pay- 
ments, for small farms, government payments are a larger 
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income may have some difficult adjustments to make. Finan- 
cial difficulties may be ahead for communities in areas that 
depend on farming for a large portion of total earned income. 


share of their gross income. This impact may be felt even 
more by those in areas where opportunities for off-farm em- 
ployment are few. With programs moving toward more mar- 
ket-based production, and possible elimination, financially 
stressed farmers for whom payments are a large share of gross 


About the Farm Costs and Returns Survey 


This report was prepared using data collected by USDA’s Farm Costs and Returns Surveys (FCRS) for 1991 through 
1994. The FCRS is an establishment survey, and the target population is the farm. A farm is defined as an establishment 
that sold or normally would have sold at least $1,000 of agricultural products during the year. The survey gathers statistics 
on farm production, gross income, expenses, assets, debt, and characteristics of the senior operator such as age, education, 
major occupation and household income. It provides the only link between the characteristics of the farm business and 
the people who run the farms. The sample size is approximately 10,000, representing 2.1 million farms and ranches in 
48 contiguous states. 


Survey estimates from the FCRS differ from estimates reported for the sector because the FCRS statistically represents 
resident farm operators. Sector estimates are constructed from many data sources to represent the entire farm sector. 


Data are collected from only one operator per farm: the senior farm operator. A senior farm operator is the operator who 
makes most of the day-to-day decisions. When management is equally shared, USDA interviews the oldest person. This 
one-farm/one-operator survey design gives us good financial information for the farming business, but limits information 
about the people who farm when more than one family is involved. 


The FCRS is a probability survey. Probability surveys are designed on the premise that every unit in the population has 
a known probability of being selected. The expansion factors, or weights, are established for each reporting unit and are 
generally equal to the inverse of the probability of being selected. 


Estimates, based on an expanded sample, differ from analysis conducted had a complete enumeration (as in the Census) 
taken place. Differences in these estimates relate to sampling and non-sampling errors. Sampling errors are usually random 
and can be measured by a standard error statistic; the larger the standard error, the lower the reliability of the estimate. 
The relative standard error (RSE) is expressed as a percent and found by dividing the standard error of the estimate by 
the mean. For some estimates the RSE is sufficiently large to make the estimate unreliable; these instances have been 
marked in the tables. For other items sample size is not sufficient for statistical reliability and the estimate is not disclosed. 
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Figure 14 


Ratio of direct government payments to gross cash farm income, 1994 
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Special Article 


Accounting for Forestry Sales 


by Roger Strickland 


Abstract: This article describes how the Economic Research Service uses data from — 
USDA state statistical offices, the agricultural census, and annual USDA surveys to esti- 


mate farm receipts from forestry product sales. 


Keywords: Forestry product sales, national income accounting 


Farm Income Accounting 


Net value added is income generated from agricultural pro- 
duction by all operations in the farm sector, regardless of 
organizational form and ownership. It is the cumulative earn- 
ings of the contributions of all factors of production—land, 
labor, capital, and management—regardless of ownership. 
Because production generates income, net value added is a 
measure of the share of the output that remains in the farm 
sector to reward owners/suppliers of factors for their commit- 
ment of land, labor, capital, or management skills to produc- 
tion. As a component-measure of net value added, net farm 
income measures the returns to resources contributed by op- 
erators to agricultural production and highlights the economic 
impact of these resources. 


Commodity production is valued at the point of removal from 
the farm, i.e. as the commodity passes through the proverbial 
“farm gate,” prior to any processing or other enhancements. 
Net farm income, the difference between gross farm income 
and production expenses, reflects the earnings to equity hold- 
ers for their commitment of land, labor, capital, and manage- 
ment skills to production. 


Gross farm income also includes revenues from sources in 
addition to commodity sales. One component reported in the 
USDA accounts as “Farm-related income’ is revenues, other 
than commodity sales, derived from farm resources, includ- 


ing: 


1. Machine hire & custom work 

2. Grazing of livestock 

3. Forest products 

4. Other miscellaneous sources (ex. recreational services) 


Production and sales of the major agricultural commodities 
are frequently collected for the major producing states and 
published on a regular schedule by the National Agricultural 
Statistics Service (NASS) as a part of its national survey 
program. Many other components of gross income are not 
regularly collected and published. These components must be 
assembled by the farm income estimation staff. The staffs in 
NASS’s State Statistical Offices (SSO’s) provide the best 
available information regarding many commodities for which 
little or no data are published in a cooperative effort to obtain 
a full accounting of the farm sector’s production income. In 
collecting these data, each SSO uses the best available sources, 
which include state-funded survey programs, the Extension 
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Service, producer associations, and knowledgeable individu- 
als. The accuracy of any revenue estimates for a particular 
commodity varies among states, depending on resources sup- 
porting the estimate. 


As an on-going part of its estimation program, and as re- 
sources permit, the farm income staff selectively assesses data 
employed in the income accounts for reasonableness. One 
method employed is comparing state and national estimates 
with comparable measures from alternative sources, two of 
which are the Agricultural Census and the Farm Cost and 
Returns Survey (FCRS). 


In recent years, revenues from sales of forestry products have 
frequently surfaced as an area of concern. The national value 
of forestry sales collected in the 1987 and 1992 Censuses of 
Agriculture was only a small fraction of the total reported by 
state offices to ERS; and the correspondence of state estimates 
varied widely. The values of forestry sales collected on the 
FCRS have shown a tendency to be consistent with the Census 
Statistics at both the national and regional level. (The FCRS 
sample size is not sufficient to produce reliable estimates at 
the state level.) 


Sales of Forestry Products Generate 
Significant Income 


Sales of forestry products are a significant source of income 
within the farm sector. In recent decades, farmers have adopted 
an increasingly proactive role in managing their forested land 
for profit. Tree production is planned and managed; wood- 
lands are prepared, replanted, and thinned to achieve maxi- 
mum tree growth; and trees are harvested on a schedule for 
a mix of pulp and timber to maximize the value of production. 


Production and sales of forestry products are not a component 
of NASS’s national sales program. Definitional problems are 
common to all data estimates obtained from sources outside 
NASS’s national survey program, including sales of forestry 
products. For forest products, some of the pertinent definition 
issues are the following. The value of forestry products pro- 
duced and sold from farm operations is a component of the 
farm sector’s gross farm income, but sales from operations 
not classified as farms are to be included in the forestry sector 
as defined by the Department of Commerce within the ac- 
counting framework for national income accounting. Sales of 
forest products from farms owned by operators generate in- 
come for operators, while sales of forest products from farms 
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not owned by operators generate income for the non-operator 
owners (landlords). Operators include all individuals who 
share in the risks of production, i.e., equity holders. In rec- 
ognition of the farm-like operational characteristics of Christ- 
mas tree producers, Christmas tree receipts are included in 
cash receipts. Sales of other forestry products (timber, pulp, 
firewood, etc.) comprise farm-related income. 


Sources of Forestry Data Vary Widely 


Given that the forestry sales from each of the 50 states came 
from different sources, it was not feasible to go to the source 
to evaluate concepts and methods of collection. Furthermore, 
ERS has no means of effecting changes in the data collection 
to accommodate income accounting objectives and is in fact 
indebted to the sources for providing the information esti- 
mated at some considerable cost to the vendor. In many cases 
the data were collected by a state organization, either public 
or private, for its own purposes, which may be different from 
the needs of the farm income accounts. 


In assessing the data, several factors surfaced as being ex- 
planatory variables for the discrepancies in state estimates. In 
one major forestry state in which the data were collected by 
the Extension Service, instructions to county offices requested 
that timber sold be valued at mill prices to increase compa- 
rability with agricultural commodities. In practice, farmers 
tend to sell standing trees via timber deeds (at an on-the-stump 
price) and this is the appropriate valuation for farm income 
accounting. In selling the legal rights to harvest the timber, 
farmers incur no harvesting and transportation costs and thus 
report none when expenses are collected on the FCRS. Thus, 
the “farm gate” is at the stump and not the mill door. 


A substantial portion of farmland is owned by non-operator 
landlords, who are often retired farmers or their widows. They 
rent tillable and pasture land to operators but not timber-bear- 
ing lands. Many, if not most, of the data sources do not (and 
could not easily) distinguish between forestry sales from land 
owned by active farm operators and non-operator owners 
(without interviewing the sellers); so they include all sales 
from farms. This is significant because non-operator owners 
tend to have proportionally more of their land in trees than 
do active operators. Their returns for clearing land (in the 
form of rent) may be less than that available to an owner-op- 
erator and their time horizon for recouping the considerable 
investment may be much shorter. Many may actually prefer 
the income protection inherent in diversifying their sources 
of income. 


Depending on the source of the data, some state estimates 
may include sales of trees from operations that do not meet 
the definition of a farm and thus are not in the farm sector. 
Unless certain attributes of the seller are known to the data 
collector, there is no basis for classifying receipts as being in 
the farm sector or forestry sector. 


Evaluating Forestry Data 


Being dependent on whatever sources of data are available 
in the public domain and being appreciative of the contribu- 
tors’ efforts, it was not the intent to gauge available data in 
terms of the vendor’s objectives or accuracy, but only to adjust 
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estimates where the conceptual basis under which it was 
collected was inconsistent with the ERS farm income account- 
ing concepts. Because information was not available to class- 
ify individual sellers as being in or out of the farm sector, the 
approach followed was to assign to nonfarm landlords that 
portion of any given state’s forestry sales judged, based on 
data from alternative sources, to be in excess of the operator 
share. 


The method employed is to move the income from operator 
net farm income to the income accruing to landlords in pro- 
duction expenses. The reassignment leaves the sector’s net 
value added unchanged but removes this income from the 
operator account, where it definitely does not belong. The 
means used to effect this transfer is to add the landlord’s share 
to net rent paid by operators to landlords. The unadjusted 
estimates of forest product sales provided by the source are 
included in “Farm-related income” and by extension in “Gross 
farm income;” but after deducting the landlord share as ex- 
penses, only the operator share is reflected in “Net farm 
income." 


The 1992 Census of Agriculture collected and reported sales 
of “those forest products or Christmas trees cut from this 
place.” In the farm income accounting, Christmas tree sales 
are recorded in cash receipts and sales of “other forest prod- 
ucts” are included separately in “farm related income.” In 
table 10, the two components are presented in the amounts 
included in the 1994 farm related income accounts along with 
the total for the two. Likewise, the forestry sales from the 
1992 Census of Agriculture are shown for comparison. 


The U.S. total included in the farm income accounts is ten 
times that reported in the Census. Consequently, the primary 
focus of this evaluation is the apparent gross overestimation 
of forestry sales existing in estimates obtained from states. 
Thus, states were excluded from further consideration if the 
Census estimate was equal to at least half of the total of 
Christmas trees and other forest products included in the farm 
income accounts, on the assumption that the estimate is within 
the realm of reasonableness and that there is no indication of 
a serious problem. Neither the information nor resources are 
available to permit micro-managing the definition and collec- 
tion techniques underlying the data collected from these ex- 
cluded states. Any attempt to adjust estimates from the ex- 
cluded states would amount to quibbling over amounts that 
would yield relatively small gains from attempting corrections 
and could introduce more offsetting errors. 


Adjusting Forestry Data 


In seeking a basis to pass judgement on the estimates from 
states remaining under consideration, two alternative sources 
of check-data used were the annual FCRS and the 1992 
Census of Agriculture. Census data were used primarily for 
the initial screening to identify and eliminate those states 
whose estimates are by all appearances within a reasonable 
range. FCRS data were then used to determine if a partitioning 
of income from forest product sales between operators and 
landlords was warranted for the remaining states and to effect 
the divisioning. Because the FCRS cannot support statistically 
reliable estimates below the level of the standard ten produc- 
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Table 10 -- Value of sales of forestry products harvested on farms from three data sources for States, 1992-94. 


Region One: 
Connecticut 
Delaware 
Maine 
Maryland 
Massachusetts 
New Hampshire 
New Jersey 
New York 
Pennsylvania 
Rhode Island 
Vermont 


Region Two: 
Michigan 
Minnesota 
Wisconsin 


Region Three: 
Illinois 
Indiana 

lowa 
Missouri 
Ohio 

Region Four: 
Kansas 
Nebraska 
North Dakota 
South Dakota 


Region Five: 
Kentucky 
North Carolina 
Tennessee 
Virginia 

West Virginia 
Region Six: 
Alabama 
Florida 
Georgia 
South Carolina 


Region Seven: 
Arkansas 
Louisiana 
Mississippi 
Region Eight: 
Oklahoma 
Texas 


Region Nine: 
Arizona 
Colorado 
Idaho 
Montana 
Nevada 

New Mexico 
Utah 
Wyoming 


Region Ten: 
California 
Oregon 
Washington 


------ NASS 1994------ 
Christmas Other Total of 
Trees forest forest 
products products 
ween enn nn nnn nnnnnnnnnn== $1,000------------- 

62,150 109,240 171,390 
8,000 1,105 9,105 
2,475 2,475 
6,000 8,300 14,300 
29,630 29,630 
15,000 3,150 18,150 
8,000 3,250 11,250 
27,820 27,820 
12,600 9,450 22,050 
19,000 19,000 
950 150 1,100 
11,600 4,910 16,510 
79,500 89,650 169,150 
40,000 11,000 51,000 
1,500 2,850 4,350 
38,000 75,800 113,800 
25,435 230,575 256,010 
,000 5,000 
5,300 16,200 21,500 
1,260 15,000 16,260 
4,000 6,200 10,200 
14,875 188,175 203,050 
2,101 19,356 21,457 
1,900 16,446 18,346 
2,000 2,000 
201 310 ot 
600 600 
90,000 787,633 877,633 
153,500 153,500 
90,000 565,400 655,400 
54,252 54,252 
10,481 10,481 
4,000 4,000 
4,000 352,200 356,200 
0 180,000 180,000 
1,000 15,000 16,000 
148,800 148,800 
3,000 8,400 11,400 
AGS6 e111. 752 119,388 
10,700 10,700 
2,396 53,896 56,292 
5,240 47,156 52,396 
10,000 80,000 90,000 
2,000 2,000 
10,000 78,000 88,000 
7,215 Dorsal 29,552 
82 11,651 11,733 
750 750 
5,319 442 5,761 
3,600 3,600 
100 100 
1,674 5,000 6,674 
140 94 234 
700 700 
136,251 885,400 1,021,651 
22,000 9,100 31100 
12,20) ee 021-300 593,551 
42,000 355,000 397,000 


1992 
census of 
agriculture 


Ratio of 
NASS 

total to 
census 


O W-rOroeocogogoo=0 
NM NANODOON2 Oana 
O AWOOINDOANWOAN 


S9999 0-0 
O-=hO—= =WO 
NODOW DM—Ph 


0.05 


0.12 
0.05 
0.34 
1.03 
0.98 
0.06 
0.05 
0.03 
0.17 
0.95 
0.94 
0.13 
0.07 
0.51 
0.13 
0.80 


0.26 
O73 
0.12 
0.31 


0.18 
0.89 
0.16 


0.49 
0.02 
1.07 
7.20 
1.18 
0.00 
0.33 
2.38 
0.92 


0.05 
1.00 
0.05 
0.03 


(with cv) 


38,129 
(cv=23) 


20,400 
(cv=25) 


67,967 
(cv=39) 


1,204 
(cv=99) 


109,228 
(cv=49) 


82,365 
(cv=32) 


34,879 
(cv=42) 


27,424 
(cv=74) 


24,173 
(cv=44) 


136,601 
(cv=39) 


Region totals----- 
1994 FCRS 


1993 
FCRS 
(with CV) 


45,535 
(cv=21) 


24,667 
(cv=29) 


20,980 
(cv=28) 


(29) 
(cv=98) 


102,340 
(cv=26) 


162,370 
(cv=35) 


28,522 
(cv=32) 


1,745 
(cv=80) 


23,365 
(cv=33) 


104,958 
(cv=37) 


Adjustment 
Status 


exempt 
exempt 


exempt 
exempt 


exempt 
exempt 
exempt 
exempt 


exempt 
exempt 


exempt 


exempt 


exempt 
exempt 


exempt 
exempt 


exempt 


exempt 


exempt 


exempt 


exempt 
exempt 
exempt 


exempt 
exempt 


exempt 


United States 424,288 2.688.143 3.112.431 307,349 0.11 542,370 514,453 
4 le ns (9t )e oo ee 4273 71014 45 
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tion regions, all comparative evaluations were made at the 
regional level and any adjustment determined to be warranted 
was applied to all states not exempted within that region (table 
11). 


Comparisons were made with the 1993 FCRS and the 1994 
FCRS. The least intrusive adjustment indicated by the alter- 
native comparisons was implemented, in deference to the 
on-site expertise of the collecting entities regarding their own 
state. Because the FCRS surveys only farm operators, con- 
ceptually its forestry sales should reflect only sales by opera- 
tors. Thus, the ratio of the FCRS estimate to the NASS 
estimate should provide a basis for adjusting the NASS esti- 
mate. In doing so, only ratios with a coefficient-of-variation 
(cv) of less that SO percent were considered for use. Of the 
two ratios developed (for 1993 and 1994) the larger was 
selected, to minimize the change to the estimates of operators’ 
sales, unless the cv of the other ratio was considerably more 
respectable (less than half). If neither cv was less than 50, the 
ratio of the 1992 Census estimate to the NASS estimate was 
used. The aforementioned method of comparisons with FCRS 
data was not applicable to four regions for different reasons. 
Alternative procedures were used to develop the ratio of 
adjustment in each of the four cases and are described below. 


In region 4, the Northern Plains, the use of both the 1993 and 
1994 FCRS estimates was precluded by cv’s of near 100 (table 
11). In this situation, the ratio of the Agricultural Census 
estimate of the forest product sales to the estimate from NASS 
was used instead. Under this procedure, operators received 
only a 12-percent share of forest product sales. 


For region 6, the South Atlantic, the selection criteria would 
dictate assigning operators 46 percent of the proceeds from 
sales because the 1994 ratio (0.46) is the higher of the two 
ratios. However, with the 1994 ratio double the 1993 ratio 
(0.23), no significant difference in the respective cv’s, and 
both cv’s being in the upper part of an acceptable range, there 
is noreal basis to choose between the two ratios. So, to develop 
supplemental information, the identical procedure was then 
applied using 1992 estimates as supplied by NASS, the 1992 
FCRS, and the 1993 FCRS in order to ascertain what these 
ratios might be. The ratios for 1992 (0.56 with cv 37) and 
1993 (0.61 with cv 35) did not yield a cv sufficiently different 
from the others to warrant selection of an associated ratio 
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from among the four. As a solution, an average of the four 
ratios was taken to yield a ratio of 0.47, which is virtually 
identical to the 0.46 that would have been dictated by the 
selection criteria initially established. The operators’ share 
was set at 47 percent because it was based on additional 
information. 


Region 8 is composed only of Texas and Oklahoma, both of 
which are characterized by forested lands in the east that give 
way to open plains to the west. The Texas State staff indicated 
that the state’s forestry sales were not well represented by 
either the FCRS or the Census. As a result, the comparative 
relationship established in region 7, which abuts region 8 on 
its east side, was adopted for region 8. 


For region 9, the Mountain States and Southwest, the two 
ratios were greater than one, not only as shown in table 11 
but also when the identical procedure was applied to data for 
1992 and 1993. As a result, a ratio of 1.0 was adopted with 
the effect that no adjustments were made to the NASS esti- 
mates and operators retained all of the forestry sales. 


Summary 


Alaska and Hawaii are not included in the FCRS survey and 
were not considered for an adjustment to forestry sales. An 
additional 26 states were exempted from further scrutiny 
because the 1994 estimates provided through NASS were less 
than double the estimate in the 1992 Census of Agriculture. 
No adjustment was found to be warranted for the three states 
not previously exempted in region 9. In all other aspects of 
the analysis, every effort was made to give the benefits of 
any reasonable doubt to the original source of the NASS-pro- 
vided estimate. 


Adjustments were made for 19 states, dividing the forestry 
sales between operators and landlords (table 12). In 1994, the 
value assigned to landlords totaled $1.9 billion. Three states 
accounted for 62 percent ($1.2 billion) of the total—North 
Carolina ($475 million), Oregon ($433 million), and Wash- 
ington ($295 million). Smaller revisions were implemented 
back to 1987. Sales of Christmas trees were not affected by 
these changes due to their inclusion in cash receipts. These 
changes reduce net farm income to operators by an equal 
amount but have no effect on the sector value-added, as the 
income is merely shifted to the landlords’ account. 
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Table 11 -- Determination of share of forestry sales from farm land owned by operators and by others. 


----Operator share---- 


Region Ratio census to Ratio FCRS-94 Ratio FCRS-93 to Source of Share of sales Landlord 





NASS to NASS NASS ratio 1/ share of sales 
Ratio ~ > 1 Percent 

One 0.52 0.35 0.42 93FCRS 0.42 0.58 
(cv=23) (cv=21) 

Two 0.28 0.23 0.28 93FCRS 0.28 0.72 
(cv=25) (cv=29) 

Three 0.13 i 0.29 0.09 94FCRS 0.29 0.71 
(cv=39) (cv=28) 

Four 0.12 0.06 0.00 Census 0.12 0.88 
(cv=99) (cv=98) 

Five 0.06 0.14 0.13 93 FCRS 0.13 0.87 
(cv=49) (cv=26) 

Six 0.13 0.23 0.46 92-94 0.47 0.53 
(cv=32) (cv=35) 

Seven 0.26 0.31 0.26 94FCRS 0.31 0.69 
(cv=42) (cv=32) 

Eight: 0.18 0.34 0.02 Region 7 0.31 0.69 
(cv=74) (cv=80) 

Nine: 0.49 1.08 1.05 92-94 1.00 0.00 
(cv=44) (cv=33) 

Ten: 0.05 0.15 0.12 94FCRS OMS 0.85 
(cv=39) (cv=37) 

UIs: 0.11 





1/ In selecting the ratios to represent the operators’ share, four regions were exceptions: 
Region 4: Used the Census of Agriculture to compute adjustment ratio because neither of the two 
FCRS cv's were within an acceptable range. 
Region 6: Used an average of the two ratios shown in this table and two other ratios 
(1992: 0.56 with cv=37 and 1993: 0.61 with cv =35) developed via an identical application 
involving years 1992 and 1993. 
Region 8: Because most forests are in extreme eastern part of region, the operators’ share 
developed for region 7, positioned east of region 8, was deemed to be more representative. 
Region 9: FCRS estimate exceeded the NASS total in cases shown above and in the two cases 
developed via an identical application involving 1992 (2.59 with cv 53) and 1993 
(1.23 with cv 33). The cv's were less than 50 for 3 of the four ratios. Selected ratio of 1.0 
giving operators all sales. 
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Table 12 -- Value of State forestry sales within farm sector determined to have been from lands not owned by farm 


operators, 1987-94 


State Landlord 


share of 
sales 
Percent 
AL 53 
AK na 
AZ 0 
AR 0 
CA 0 
CO 0 
CT 0 
DE 58 
FL 0 
GA 53 
HI na 
ID 0 
IL 0 
IN 71 
IA al 
KS 81 
KY 84 
LA 69 
ME 0 
MD 58 
MA 0 
MI 0 
MN 0 
MS 69 
MO 0 
MT 0 
NE 81 
NV 0 
NH 0 
NJ 58 
NM 0 
NY 0 
NC 84 
ND 0 
OH 71 
OK 0 
OR 83 
PA 0 
RI 0 
SGC 0 
SD 0 
™N 84 
TX 69 
UT 0 
VT 0 
VA 0 
WA 83 
WV 0 
WI 72 
WY 0 
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1987 


0 
3,382 
0) 


0 

ee 

0 

0 
375,480 
0 
11,786 
0 
132,846 
0 

0 

0 

0 
73,692 
48,300 
0 

0 

0 
117,653 
0 
80,532 
0 


1988 


0 
3,382 
0 


0 

8,951 

0 

0) 
349,440 
0 
95,850 
0 
129,922 
0 

0 

0 

0 
90,250 
48,990 
0 

0 

0 
146,928 
0 
51,048 
0 


1989 


0 
2,349 
0 


0 

9,399 

0 

0) 
352,800 
0 
99,400 
0 
199,773 
0 


0 
0 


0 
89,116 
37,950 

0 

0 

0 

188,121 

0 


55,368 
0 


1990 


185,090 
0 
61,286 
0 


1991 


10,544 
11,538 
16,861 
84,000 
24,938 

0 
16,037 


0 
0 


0 
28,290 
0 

0 
2,066 
0 


0 
11,368 
0 

0 

gud 00 
101,654 
0 
148,423 
0 

0 

0 

0 
27,410 
46,230 
0 

0 

0 
157,700 


0 
65,473 
0 


1992 


12,652 
10,650 
12,455 
118,860 
28,846 
0 
16,965 


0) 
0 


0 
27,600 
0 

0 
2,147 
0 


0 
11,797 
0 

0 
419,012 
0 
119,404 
0 
286,486 
0 

0 

0 

0 
31,434 
48,300 
0 

0 

0 
244,850 
40,273 
0 


1993 


15,183 
10,650 
PAT 
123,060 
33,070 
0 
16,994 


0 
0 


0 
30,912 
0 

0 
2,066 
0 


0 
15,223 
0 

0 
452,182 
0 

Vag 
398,510 
0 

0 

0 

0 
43,242 
49,680 
0 

0 

0 
286,350 
0 
54,360 
0 


1994 


11,502 
10,650 
14,860 
128,940 
37,188 
0 
17,185 


0 
0 


0 
32,538 
0 

0 

1,620 

0 

0 
16,136 
0 

0) 
424,298 
eee 
432,679 
0 


0 
0 


0) 
45,572 
53,820 

0 

0 

0 

294,650 

0 


54,576 
0 


053,269 1,133,886 1,273,555 1,291,717 1,232,395 1,562,817 1,816,318 1,936,156 


US 199,209 1, 199,900 NEL IO AEE EEE NEES EEO EEO OO 


1994 
share 
of total 


Percent 


= 
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=O =000000 


N 
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Appendix table 1--Farm income statements, 1991-96F 


Item 1991 1992 1993 1994 1995F 1996F 
Billion dollars 
Cash income: 

1. Cash receipts 167.8 171.3 | 179.7 184.1 184 to 192 
Crops 1/ 82.0 85.7 87.1 91.6 97.0 98 to 103 
Livestock 85.7 = 85.6 90.0 88.1 87.2 85 to 89 

2. Direct government payments 8.2 oz 13.4 Tue 6.2 3 toF) 

3. Farm-related income 2/ 8.3 8.2 9.1 OZ 9.3 9 to 11 

4. Gross cash income (1+2+3) 184.3 188.6 199.6 196.7 199.6 198 to 206 

5. Cash expenses 3/ 133;9 133.2 141.5 146.9 148.4 150 to 158 

6. NET CASH INCOME (4-5) 50.4 55.4 58.1 49.8 le? 43 to 53 
Deflated (1987$) 4/ : 42.8 47.7 47.0 39.5 39.9 32 to 42 

Farm income: 

7. Gross cash income (1+2+3) 184.3 188.6 199.6 196.7 199.6 198 to 206 

8. Nonmoney income 5/ Te. 7.8 7.9 8.1 8.2 7 to9 

9. Inventory adjustment -0.2 4.2 -4.5 8.7 -1.2 3 to7 

10. Total gross income (7+8+9) 191.8 200.5 203.0 213.5 206.6 211 to 219 

11. Total expenses 153.4 152.6 160.9 166.7 168.0 169 to 177 

12. NET FARM INCOME (10-11) 38.4 48.0 42.1 46.7 38.6 37 to 47 
Deflated (19878) 4/ 32.6 39.7 34.1 Sie 30.1 27 to 37 


F = forecast. Totals may not add due to rounding. 
1/ Includes payments received from CCC for placements of crops under nonrecourse loans. 


2/ Income from machine hire and custom work, forest product sales, custom feeding service fees, and other farm 
sources. 


3/ Excludes expenses for onfarm operator dwellings and noncash items such as capital consumption and perquisites 
to hired labor. 


4/ Deflated by the GDP implicit price deflator. 
5/ Includes the value of home consumption of farm products plus imputed rental value of operator dwellings. 
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Appendix table 2--Average income to farm operator households, 1991-96F 1/ 
Item 1991 1992 1995 1994 199SF 1996F 


Dollars per operator household 


Farm operator household income 37,447 42,911 40,223 44,140 43,410 41,700 to 46,700 
Farm income 2/ 5,810 7,180 4,815 5,200 4,898 2,600 to 5,600 
From self-employment 4,458 os 72 3,623 3,983 n/a n/a 
From other 1352 2,008 1,192 1217 n/a n/a 
Off-farm income 31,6358 — 39,731 35,408 38,939 38,512 39,100 to 41,100 


From wages, salaries, and 
non-farm businesses 23,551 27.022 257215 29,355 n/a n/a 


From interest, dividends, and 
transfer payments, etc. 8,086 8,709 10,194 9,584 n/a n/a 


F = forecast. n/a = not available. Totals may not add due to rounding. 

1/ Data for 1991-94 are expanded to represent the total number of U.S. farms and ranches. 

2/ Farm income to the household equals self-employment income plus amounts that operators pay themselves and family 
members to work on the farm, income from renting out acreage (1991-92), and net income from a farm business 

other than the one being surveyed. In 1993 and 1994, income from renting out acreage is included in income from interest, 
dividends, transfer payments, etc. 

For information on household income contact: Judy Kalbacher (202) 219-0592 
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Appendix table 3--Relationship of net cash to net farm income, 1991-96F 


Item 1991 1992 1993 1994 1995F 1996F 
Billion dollars 
Gross cash income 184.3 188.6 199.6 196.7 199.6 198 to 206 
Minus cash expenses 133.9 133.2 141.5 146.9 148.4 150 to 158 
Equals net cash income 50.4 55.4 58.1 49.8 S12 43 to 53 
Plus nonmoney income 1/ del. 7.8 19 8.1 8.2 7to9 
Plus value of inventory change -0.2 4.2 -4.5 8.7 -1.2 3 to7 
Minus noncash expenses 15.4 15.2 15.3 15.4 15.4 14 to 16 
Labor perquisites 0.5 0.5 0.4 0.4 0.5 Otol 
Net capital consumption 14.9 14.7 14.9 15.0 15.0 14 to 16 
Capital consumption excl. 
dwellings 16.3 16.1 16.3 16.4 16.4 15 to 17 
- Landlord capital consumption 1.4 1.4 1.4 1.4 1.4 Oto2 
Minus operator dwelling expenses 4.1 4.2 4.1 4.3 4.1 3 to 5 
Capital consumption 1.9 De 2.1 2.0 22 1 to3 
Interest 0.6 0.6 0.5 0.6 0.5 0 to2 
Property taxes 0.6 0.6 0.7 0.7 0.7 0 to2 
Repair and maintenance 0.7 0.6 0.5 0.7 0.5 Otol 
Insurance 0.3 0.3 0.3 0.3 0.2 Otol 
Equals net farm income 38.4 48 42.1 46.7 38.6 37 to 47 
F = forecast. 


1/ The value of home consumption and gross rental value of all dwellings. 
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Appendix table 4--Cash receipts, 1991-96F 





Item 1991 1992 1993 1994 1995F 1996F 
Billion dollars 
Crop receipts 1/ 82.0 85.7 87.1 91.6 97.0 98 to 103 
Food grains ihe! 8.5 8.2 2.5 10.1 9 to 11 
Wheat 6.3 Jez iS 7.8 8.7 8 to 10 
Rice 1.0 Ls 0.7 Ie? 1.4 1 to2 
Feed grains and hay 19.3 20.1 20.2 20.6 22.3 22 to 26 
Com 14.4 14.7 14.6 15.0 16.5 17 to.19 
Sorghum, barley, and oats on 23 2.0 i 21 1 to3 
Oil crops Les 13.3 13:2 15.2 15.1 16 to 18 
Soybeans 11.0 11.6 11.8 13.4 1335 14 to 16 
Peanuts 1.4 1.3 1.0 12 1.0 1 to2 
Cotton lint and seed a2 Daz ee 27, 7.0 6to8 
Tobacco eo 3.0 29 2.6 es 2 to4 
Fruits and nuts oo 10.2 10.3 10.1 11.0 10 to 13 
Vegetables LS 11.8 13.1 13.0 13.8 12 to 15 
Greenhouse & nursery Ol 9.3 oF 10.0 10.2 10 to 11 
Livestock receipts 2/ 85.8 85.6 90.0 88.1 87.2 85 to 89 
Red meats 50.1 47.7 50.8 46.8 46.3 42 to 50 
Cattle and calves 38.7 37.3 39.4 36.4 35.2 33 to 38 
Hogs 11.0 10.0 10.9 22 10.5 9 to 10 
Sheep and lambs - 0.4 0.5 0.5 0.5 0.6 Otol 
Poultry and eggs Tse! 15.5 17.3 18.4 179 16 to 20 
Broilers 8.4 22 10.4 11.4 11.0 10 to 12 
Turkeys 2.4 2.4 2:5 Zan 21 Z103 
Eggs 3.9 3.4 3.8 3.8 3.6 2to4 
Dairy products 18.0 197 on? 19.9 20.0 19 to 22 
TOTAL RECEIPTS 167.8 171.3 177 17987 184.1 184 to 192 


F = forecast. Totals may not add due to rounding. 
1/ Includes sugar, seed, and other miscellaneous crops. 
2/ Includes miscellaneous livestock and livestock products. 
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Appendix table 5--Farm production expenses, 1991-96F 


Item 199] 1992 1993 1994 19955 1996F 
Billion dollars 
Farm-origin 38.9 38.9 41.6 41.6 41.8 42 to 46 
Feed purchased 19.3 20.1 21.4 22.6 23.6 23 to 27 
Livestock and poultry purchased 14.4 13:9 15.0 13.6 129 11 to 15 
Seed purchased 5.1 4.9 5.2 5.4 53 5 to7 
Manufactured inputs 20.6 20.1 20.5 2157, 8 21 to 25 
Fertilizer and lime 8.7 8.3 8.4 2 oF, 8 to 12 
Pesticides 6.3 6.5 6.7 Le 13 7to9 
Petroleum fuel and oils 5.6 5:3 5.3 a: 5.4 4to7 
Interest Val 11.2 10.8 LE, 12.6 11 to 14 
Nonreal estate 6.1 5.4 a 6.0 6.7 5 to8 
Real estate 6.0 5.8 5.5 Swi 5.9 5 to7 
Other operating expenses 47.9 47.3 52.4 55.6 54.3 54 to 59 
Repair and maintenance 8.6 8.5 O32 9.2 9.0 8 to 10 
Machine hire and customwork 3.5 3.8 4.4 4.8 4.5 4to6 
Marketing, storage & transportation 4.7 4.5 5.6 Ox 6.0 6 to8 
Labor 13.9 14.0 15.0 15.3 15.0 14 to 18 
Miscellaneous 17:2 16.5 18.1 19.6 19.8 18 to 22 
Other overhead expenses 33.9 3511 S54 36.1 36.9 36 to 39 
Capital consumption 18.2 18.3 18.4 18.5 18.6 16 to 20 
Property taxes 5.8 6.0 6.3 6.6 6.9 6 to8 
Net rent to nonoperator landlords 9.9 10.7 11.0 11.1 TEs 11 to 13 
Total production expenses 153.4 152.6 160.9 166.7 168.0 169to177 
Noncash expenses 15.5 152 LSs3 1 15.4 14 to 16 
Labor perquisites 0.5 0.5 0.4 0.4 0.5 0 tol 
Net capital consumption 14.9 14.7 14.9 15.0 15.0 14 to 16 
Capital consumption excl. dwellings 16.3 16.1 16.3 16.4 16.4 15 to 17 
- Landlord capital consumption 1.4 1.4 1.4 1.4 1.4 0 to2 
Operator dwelling expenses 4.1 4.2 4.1 43 4.1 3 to5 
Capital consumption 1.9 2.2 oat 2.0 Ze 1 to3 
Interest 0.6 0.6 0.5 0.6 0.5 0 to2 
Property taxes 0.6 0.6 0.7 0.7 0.7 0 to2 
Repair and maintenance 0.7 0.6 0.5 0.7 0.5 Otol 
Insurance 0.3 0.3 0.3 0.3 0.2 0 tol 
Cash expenses 1/ 133.9 133.2 141.5 146.9 148.4 150to 158 
F = forecast. 


1/ Total production expenses minus noncash and onfarm operator dwelling expenses. 
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Appendix table 6--Farm income distribution by selected enterprise type, 1993-96F 1/ 





Item 





Total 


OFF, 
5.6 
7.0 
0.4 


4.4 
ial 
4.0 
4.0 


6.1 
4.4 
PAG 


9.6 
5.4 
0.3 
aan 


5.8 
4.2 
9.4 
2.0 


3.8 
1.2 
0.9 
0.1 


7.4 
4.7 
4.1 


Cash receipts-- 
Crops 
1993 i 
1994 8 
1995F 8 
1996F 9 
Livestock 
1993 
1994 
1995F 
1996F 
Direct government payments 
1993 9.9 
1994 
199SF 
1996F 
Gross cash income-- 3/ 
1993 9 
1994 10 
1995F 10 
1996F 10 
Cash expenses-- 
1993 6 
1994 fi 
1995F 6 
1996F il 
Net cash income-- 

Current dollars 4/ 
1993 3 
1994 3 
1995F 3 
1996F 3 
Deflated ($1987) 
1993 2 
1994 Z 
1995F 2 
1996F . 2 


3.0 


2/ Cash 
grain 


29:7, 
34.1 
34.9 
Sak 


21S 
319 
30.8 
32.0 


14.1 
13.3 
DLS 
1263 


11.4 
10.6 
9.2 
9.4 


Cotton 





Se/ 
4.5 
4.2 
43 


ee 
2.4 
21 


= NOK 
A © 0 


Fruit/nut/ 
vegetable 


Billion dollars 


Zee 
24.8 
23.6 
23.6 


oo 


* ee 


0.2 
0.2 


23.4 
Ziel 
25.0 
24.9 


13:0) 
16x 
15.2 
1527 


9.5 
10.4 
9.8 
O72 


Led: 
8.2 
7.6 
7.0 


Total 





7.4 
6.0 
10.1 
10.8 


85.6 
80.4 
83.2 
83.4 


—t et eet 
— CN 


100.0 
91.3 
99.4 
99.8 


Ort 
eee 
79.0 
81.8 


24.3 
18.6 
20.3 
18.0 


19.7 
14.7 
15.8 
I3e/ 


Red 
meat 


5.6 
4.2 
6.0 
6.4 


43.0 
36.5 
38.7 
38.4 


53.3 
43.4 
48.2 
48.0 


44.7 
36.6 
46.7 
48.0 


ee eae 
#N WO 


0.4 
0.2 


* 


17.4 
18.5 
V9 
17.8 


0.0 
0.0 


18.7 
1 Oe) 
18.8 
18.7 


9.0 
125 
9.4 
9.4 


9.8 
7.4 
9.4 
Ons 


SENEIRRS Ch: ES — 


Poultry Dairy 


NOK CO — 


22.0 
222 
22.0 
22.7 


OF 
0.3 


24.1 
24.1 
24.2 
24.9 


19.4 
20.3 
21.6 
22.6 


48 
3.8 
2.6 
oS 


an ee 
N-ow 









F = forecast. * = less than $500 million. Numbers are rounded. 


1/ Farm types are defined as those with 50 percent or more of the value of production accounted for by a specific 
commodity or commodity group. 


2/ Includes farms earning at least half their receipts from sales of wheat, corn, soybeans, rice, sorghum, barley, oats, or a 


mix of cash grains. 


3/ Cash receipts plus government payments plus farm-related income. 


4/ Gross cash income minus cash expenses. 
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Appendix table 7--Value added by the agricultural sector, 1991-96F 1/ 


Item 1991 Leo7 1993 1994 T99S5F 1996F 
a a aa aaa 
Billion dollars 
Crop output 80.9 89.0 81.6 98.9 94.7 100 to 108 
Cash receipts 82.0 85.7 87.1 91.6 97.0 98 to 103 
Home consumption 0.1 0.1 0.1 0.1 0.1 Otol 
Value of inventory adjustment -1.2 Be -5.6 13 -2.4 1 to5 
Livestock and poultry output 87.3 87.0 SEO 89.9 88.8 84 to 92 
Cash receipts 85.8 85.6 90.0 88.1 87.2 85 to 89 
Home consumption 0:5 0.5 0.5 0.4 0.4 0 to 1 
Value of inventory adjustment 1.0 1.0 1.1 1.4 1.2 -1 to3 
Farm-related income 8.3 8.2 9.1 2h 9.3 9 to 11 
Gross rental value of 
farm dwellings Tr dee 1 SO 7.8 7to9 
Equal: Agricultural sector output 183.6 19.13 189.6 205.6 200.4 207 to215 
Less: Intermediate consumption outlays 94.7 93.7 1008 105.1 105.0 106to114 
Farm origin 38.9 38.9 41.6 41.6 41.8 42 to 46 
Feed purchased 19.3 20.1 21.4 22.6 23.6 23 to 27 
Livestock and poultry purchased 14.4 [39 15.0 13.6 12.9 11 to 15 
Seed purchased 5.1 4.9 D2 5.4 3:3 5 to7 
Manufactured inputs 20.6 20.1 20.5 2 le 2a ZO 25 
Fertilizer and lime 8.7 8.3 8.4 02 oe) 8 to 12 
Pesticides 6.3 6.5 6.7 72 ih 7 to9 
Fuel and oils 5.6 5.3 5.4 5.3 5.4 4to7 
Other 35.3 34.6 38.8 41.8 54.3 54 to 59 
Repair and maintenance 8.6 8.5 92 oO” 9.0 8 to 10 
Machine hire and custom work 3.5 3.8 4.4 48 4.5 4to6 
Marketing, storage, and 
transportation 4.7 4.5 5.6 6.7 6.0 6 to 8 
Contract labor 1.6 Ly 1.8 1.8 1.8 1 to3 
Miscellaneous 16.8 16.1 17.8 19:3 19.8 18 to 22 
Plus: Net government transactions Dal 2.8 6.8 1.0 -1.1 -6 to -2 
+Direct government Payments 8.2 a2 13.4 19 6.2 3 to5 
-Vehicle registration and 
licensing fees 0.3 0.4 0.4 0.3 0.3 Otol 
-Property taxes 5.8 6.0 6.3 6.6 6.9 6 to8 
Equal: Gross value added 90.9 100.4 95.5 LOTS 94.4 93 to 103 
Less: Capital consumption 18.2 18.3 18.4 18.5 18.6 16 to 20 
Equal: NET VALUE ADDED q27 82.1 Tie 83.0 75.8 74 to 84 
F = forecast. 


1/ Components are from the farm income accounts and include income and expenses related to farm operator 
dwellings. The concept is consistent with that employed by the Organization for Economic Cooperation and 
Development. 
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Appendix table 8--Farm business balance sheet, 1991-96F 
1991 1992 1993 1994 1995F 1996F 


tem ulion dollars 

Farm assets 843.7 868.4 902.9 933.5 956.6 985 to 995 
Real estate 624.4 640.6 670.9 703.3 126:00me 747-0757 
Livestock and poultry 68.1 71.0 72.8 68.3 68.3 67 to 71 
Machinery and motor vehicles 85.8 85.6 85.2 85.7 87.2 87 to 91 
Crops stored 1/ 1a) 24.2 23.3 23.4 234 231to7 
Purchased inputs ar 3.9 4.2 5.0 4.0 4to5 
Financial assets 40.6 43.1 46.6 47.7 48.0 48 to 52 

Farm debt = 39.2 139.1 142.0 146.8 151.0 153 to 157 
Real estate 2/ 74.9 75.4 76.0 Tae 78.7 79 to 83 
Nonreal estate 64.3 63.6 65.9 69.1 72.0 72 to 76 

Farm equity 704.5 729.4 761.0 786.7 805.9 830 to 840 
F = forecast 


1/ Non-CCC crops held on farm plus value above loan rate for crops held under CCC. 
2/ Includes CCC storage and drying facility loans. 


Appendix table 9--Farm sector rates of return, 1991-96F 


Item 1991 1992 eee) 1994 L995 1996F 
Percent 


Rate of return on assets 31 4.1 2.9 3.6 2.2 2 to 3 
Real capital gains on assets -1.9 0.4 233 1.3 0.8 0 to 1 
Total real return on assets 1/ Na 4.5 33 4.9 3.0 2 to3 
Average interest rate paid on debt 8.3 7.6 Tes peal 8.1 Ton 
Real capital gains on debt 3.6 Dal, Zi 2.0 2.9 4to5 
Real cost of debt 2/ 4.6 4.9 D.2 Sul 5 3 to 4 
Rate of return on equity 2.0 3.4 Del 2.9 et 1 to2 
Real capital gains on equity -1.5 1.0 3,1 19 123 0 to 1 
Total real return on equity 3/ 0.5 4.4 5.3 4.8 aa 2 to 3 
Real net return on assets financed:by debt 4/ -3.5 -0.4 0:0} 0.7. 2.2 -lto-2 


F = forecast. Numbers may not add due to rounding. 

1/ Rate of return on assets from current income plus rate of return from real capital gains. 
2/ Average interest rate paid on farm debt minus real capital gains on debt. 

3/ Rate of return on equity plus rate of return from real capital gains. 


4/ Total real return on farm assets minus the real cost of debt. When the total real rate of return 
on assets exceeds the total real cost of farm debt, debt financing is advantageous. 
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Appendix table 10--Farm financial measures: 1991-96F 


Ratios 1991 1992 1993 1994 1995F 1996F 
Liquidity ratios: 
Farm business debt service coverage 1/ 222 2.44 2.54 Zl 2 lto2 
Debt servicing 2/ 0.15 0.14 0.14 0.14 0.15 0.14 to 0.16 
Times interest earned ratio 3/ 4.65 5.83 5.46 5.56 4.61 4.8 to 4.9 
Percent 
Solvency ratios: 
Debt/asset 4/ 16.5 16, OR oa! 15a: Lat 15 to 16 
Debt/equity 5/ 19.8 19:1 18.7 18.7 18.6 18 to 19 
Profitability ratios: 
Return on equity 6/ 2.0 3.4 21 2.9 1.1 1 to2 
Return on assets 7/ Sah 4.1 Zo 3.6 Z2 2 to3 
Financial efficiency ratios: 
Gross ratio 8/ Teh 70.6 70.9 74.7 74.3 74 to 78 
Interest to gross cash farm income 9/ 6.2 a0 a 5.6 6.1 atom 
Asset turnover 10/ 21.9 22.0 22.5 21.6 21.4 20 to 22 
Net cash farm income to debt ratio 11/ 44.7 47.5 48.7 42.2 42.8 38 to 42 


F = forecast 

1/ Assesses the ability of farm businesses to repay interest and principal associated with farm business 
debt from net cash farm income. Higher values indicate a better cash position. 

2/ Indicates the proportion of gross cash farm income needed to service debt. Lower values indicate a 
relatively better cash position. 

3/ Focuses on the ability to meet interest payments out of net farm income. A higher value of the times 
interest-earned ratio indicates that net farm income covers more interest expense and that operator equity 
is less exposed to risk. 

4/ Indicates the relative dependence of farm businesses on debt and their ability to use additional credit 
without impairing their risk-bearing ability. 

5/ Measures the relative proportion of funds provided by creditors (debt) and owners (equity). 

6/ Measure the per dollar returns to equity capital employed in the farm business from current income. 

7/ Measures the per dollar return to farm assets from current income. 

8/ Gives the proportion of gross cash farm income absorbed by cash production expenses. The higher the 
value of the ratio, the less efficient the farm sector is considered to be. 

9/ Gives the proportion of gross farm revenue absorbed by interest payments. Higher values indicate a 
relatively fixed expense structure and less flexibility in meeting cash expenses as they arise. 

10/ Measures the gross cash farm income generated per dollar of farm assets. The higher the value of the 
ratio relative to similar sized operations, the more efficiently the farm business uses its assets. 

11/ Reflects the strain placed on cash-flow to retire debt. The lower the value, the greater the stress 
placed on farm earnings that remain after all payments necessary to retire farm debt on schedule have been 
made. 
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